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EXPLORING OPTIONS FOR IMPROVING THE 
MEDICARE PHYSICIAN PAYMENT SYSTEM 


TUESDAY, MARCH 6, 2007 

House of Representatives, 

Subcommittee on Health, 
Committee on Energy and Commerce, 

Washington, DC. 

The subcommittee met, pursuant to call, at 9:35 a.m., in room 
2123 of the Rayburn House Office Building, Hon. Frank Pallone, 
Jr. (chairman) presiding. 

Members present: Representatives Eshoo, Green, DeGette, 
Capps, Allen, Baldwin, Solis, Ross, Hooley, Matheson, Dingell, 
Deal, Hall, Wilson, Shadegg, Murphy, Burgess, and Barton. 

Staff present: Robert Clark, Yvette Fontenot, Amy Hall, Christie 
Houlihan, Jodi Seth, Bridgett Taylor, Brin Frazier, Chad Grant, 
Ryan Long, Katherine Martin, Melissa Bartlett. 

OPENING STATEMENT OF HON. FRANK PALLONE, JR., A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER- 
SEY 

Mr. Pallone. I would like to call the meeting to order. Today we 
are having a hearing on exploring options for improving the Medi- 
care physician payment system, and I am glad to see that Mr. 
Hackbarth — we have two panels. The first is just Mr. Hackbarth. 
And I will recognize myself now for an opening statement. Since we 
are talking about physician services today, I figured I would try to 
couch my statement in medical terms so I am going to begin with 
a diagnosis. For the past several years physicians participating in 
Medicare have been threatened with payment cuts and these pay- 
ments cuts are the result of the complex formula used to reimburse 
physicians, specifically physician payments are tied to an expendi- 
ture target known as a sustainable growth rate or SGR. 

As spending for physician services exceeds this spending target 
then payments are reduced. Congress, however, has stepped in 
each time to prevent these cuts from taking place and instead we 
have provided physicians with a freeze in payments or slight in- 
crease depending on the year. At the same time we are grossly 
overpaying managed care plans that participate in Medicare. Ac- 
cording to the MedPAC report released last week payments to 
Medicare Advantage plans are 12 percent higher than payments for 
physicians in traditional fee for service. These overpayments 
haven’t bought us much either. There is no discernible difference 
in the quality of care or health outcomes for beneficiaries enrolled 
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in private plans versus those who are enrolled in traditional fee for 
service. 

If the current system is left unchanged the prognosis is grim in 
my opinion. Physicians are already slated to receive annual pay- 
ment cuts over the next 10 years. Each year that Congress steps 
in to avert these payment cuts from going into effect that increases 
the size of the cuts that doctors face in later years. As a result of 
previous interventions doctors will face a cut of 10 percent in 2008 
and additional cuts over the next 10 years. The predicted payment 
cuts could have serious implications for beneficiaries, including 
jeopardizing their access to medical services, and while doctors 
don’t seem to he refusing Medicare patients yet, I have little doubt 
that if Congress were to allow these payment cuts to go into place 
many doctors would drop out of the program altogether. 

Furthermore, if we do not correct the payment inequities be- 
tween Medicare Advantage plans and traditional fee for service 
seniors are going to be forced into private managed care where 
their choice of doctors and their access to services will be severely 
constrained. We must preserve in my opinion the right of bene- 
ficiaries to select a doctor of their choosing which has been the hall- 
mark of the Medicare program since it was created over 40 years 
ago. Beneficiaries will face access problems also if they can no 
longer afford the growing cost of their part B premium. Our seniors 
have already faced 3 years of record premium increases under 
Medicare. Currently, the part B premium is $93.50 per month. I re- 
member when people would complain about it being $40 or $50. In 
2008 the part B premium is expected to increase by approximately 
$15 to $109.40 per month. These increases are eating up a larger 
share of senior Social Security checks and forcing them to make 
tough choices between medical care they need and other neces- 
sities. 

So what is the course of treatment now that we have the diag- 
nosis and the prognosis, what is the course of treatment, and first 
and foremost we need to level the playing field between Medicare 
Advantage plans and traditional fee for service Medicare by estab- 
lishing neutral payment systems. We should also eliminate the 
slush fund used to provide extra payments for preferred provider 
organizations. These two steps alone will go a long way at reducing 
unnecessary costs in the program and preserving access for seniors. 
The harder part is deciding how to fix the payment structure. The 
MedPAC report that we will hear about today will hopefully pro- 
vide us with a good starting point as we examine our options. 

From what I have seen so far, I think there are some good ideas 
included in this report, and I am eager to learn more about them 
from Mr. Hackbarth. I think it is important to note, however, that 
the task before us is a difficult one. We all know that. The commis- 
sioners themselves admit that they could not agree on a single ap- 
proach or how to fix the problems associated with the SGR and 
that should be some indication of the challenges that Congress 
faces as we attempt to come up with a solution. 

Needless to say, we have our work cut out for us but that 
shouldn’t deter us. I have said before, and I will say again, that 
we need a permanent solution to this problem. We should no longer 
settle for short-term fixes that simply kick the can down the road. 
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In sum, we need to roll up our sleeves and get to work. I am look- 
ing forward to hearing from our witnesses today and working with 
all interested parties including my colleagues on both sides of the 
aisle to find a solution. I think that is important. It is really impor- 
tant for us, I believe, to work in a bipartisan fashion on this issue. 

I think we all want to provide physicians with a stable and pre- 
dictable payment system as well as preserve beneficiaries access to 
care. I think I would just end by saying that I think the worse 
thing is when we have a reimbursement rate or system that is not 
based on what is actually happening out there when the govern- 
ment doesn’t look at things practically in terms of what the real 
costs are and comes up with systems that are not really related to 
actual costs then we get into trouble, and that is what we need to 
fix. So thank you again. I will now recognize the ranking member 
for an opening statement. 

OPENING STATEMENT OF HON. NATHAN DEAL, A REPRESENT- 
ATIVE IN CONGRESS FROM THE STATE OF GEORGIA 

Mr. Deal. Thank you, Mr. Chairman. Medicare physician pay- 
ment has been an issue that has come before this committee sev- 
eral times over the last several years. In fact, I think we had two 
hearings that related to the subject during the last Congress. I am 
glad to see what we are looking at possible reforms again today be- 
cause I do think that is something that we have to wrestle with. 
I think the report of MedPAC and the lack of consensus among the 
commissioners themselves indicates how complex this issue really 
is and how difficult it is to arrive at a solution that will satisfy ev- 
erybody, and I am hopeful that we can use this as a springboard 
for coming to more long-term solution. 

I personally would have hoped that maybe MedPAC could have 
given us a little more definitive guide path but there again I think 
that fact recognizes the complexity of the issue and the difficulty 
of the commissioners themselves to come to consensus. The incen- 
tives in the existing payment system reward those physicians 
whose practices see a high volume of cases while paying much less 
attention to the quality of the services performed. This has led to 
the dramatic growth that we have seen in certain services. And 
here I think lies the significant weakness of the SGR because while 
it takes automatic action to check the cost of the service provided 
it does little to address the number of time that service is provided. 

Both of the components, the volume of services and the price 
paid for the service, must be considered during reform of physician 
payment. As the MedPAC report notes beneficiaries that receive 
more services do not necessarily experience better quality of care 
or better outcomes. I think this dynamic between the growth and 
the number of services and how much is paid for the service is why 
it is so important that the committee focuses on reforms which em- 
phasize that patients receive high quality care. I believe we took 
a step in the right direction last year by providing a bonus pay- 
ment for those physicians that voluntary report quality measures 
this year, and I hope that we can expand upon it again during this 
Congress. I thank you, Mr. Chairman. 
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Mr. Pallone. Thank you. And then we will continue with the 
opening statements. I recognize the gentlewoman from California, 
Ms. Eshoo. 

OPENING STATEMENT OF HON. ANNA G. ESHOO, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFOR- 
NIA 

Ms. Eshoo. First, Mr. Chairman, thank you for holding this 
hearing. We have had hearings before. We know we have a very 
large issue facing us that I hope we will finally address. Physicians 
and patients are deeply affected by this across the country. I could 
go member by member here. My staff has given me the numbers 
affecting each one of our congressional districts, the members that 
are here, and that really is a microcosm for the rest of the Con- 
gress. It is costly, and I think that is why the now minority really 
didn’t get to address it. 

Every year there is a rush and a push on Congress to do some- 
thing about physician reimbursements and we have come up with 
very temporary fixes, and this really calls for all of us putting our 
heads together. And I look forward to asking questions today, and 
I will place my statement in the record. But thank you for having 
this hearing. I think it is going to be instructive, and hopefully it 
will be a guide for how we can reform. Thank you. 

[The prepared statement of Ms. Eshoo follows:] 

Prepared Statement of Hon. Anna G. Eshoo, a Representative in Congress 
FROM the State of California 

Mr. Chairman, this committee has held many hearings examining the Medicare 
physician payment system over the last several years. We’ve waited far too long to 
act on this issue and physicians and their patients have suffered as a result. 

I hope today’s hearing will be different from those of the past and that Congress 
will use this hearing as a guide for drafting, introducing and passing legislation that 
is long overdue. So thank you again. Chairman Dingell, for making this issue a pri- 
ority for the committee in the 110th Congress. 

Last week, MedPAC released a report to Congress analyzing the current state of 
Medicare physician payments. Although the report did not contain a specific rec- 
ommendation for how we ought to fix this problem, it did recommend two things: 
payment accuracy for physicians must be improved. To do so, the sustainable 
growth rate (SGR) pa3Tnent formula should be abandoned in its current form. 

If we continue to use expenditure targets, they must involve two new themes: 
they must apply to all Medicare expenditures (hospitals in addition to physicians); 
and they must be applied at a smaller geographical scale, rather than the current 
SGR formula which is applied at the national level. 

With respect to the SGR, serious reforms are necessary and they’re needed now. 
Last year many of my colleagues and I recommended that we eliminate the SGR 
and replace it with the Medicare Economic Index (MEI). The MEI is an index based 
on actual medical practice costs. It is used to reimburse all other providers in the 
Medicare program (including hospitals, health plans and nursing homes). MedPAC 
and many State medical associations have been supportive of past proposals to 
eliminate the SGR payment formula and adopt the MEI for physician payments. 

The SGR, however, is inappropriately tied to a non-medical index, the Gross Do- 
mestic Product (GDP), which has resulted in proposed physician payment cuts of 
more than 4 percent each year since 2003. If Congress doesn’t act now. Medicare 
physician payment rates will be cut by roughly 10 percent on January 1, 2008. Con- 
gress scrambles every year to enact a last-minute fix. What we really need is a per- 
manent fix, and replacing the SGR with the MEI will do this. 

MedPAC’s recommendation to scale expenditure targets to geographic areas leads 
me to raise a related issue of considerable concern to me, that of the Geographic 
Payment Locality. Despite major demographic changes across the country since 
1966, the Geographic Payment Locality hasn’t been updated in any meaningful way. 
The result is that physicians in 32 states and 174 counties are currently inac- 
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curately underpaid by up to 14 percent per year. Although the geographic payment 
locality is not a national problem, it’s a huge problem for the affected localities. 

For example, in Ranking Member Deal’s district, Pickens County physicians were 
underpaid by 12 percent in 2006. In Ranking Member Barton’s district, Ellis County 
physicians were underpaid by 7.5 percent. In Chairman Dingell’s district, physicians 
in Monroe and Livingston Counties were underpaid by 5.4 percent last year. 

And in my district, Santa Cruz County physicians are underpaid by 10.2 percent. 
As of June 1 of last year, physicians in Santa Cruz County are no longer accepting 
new Medicare patients. This means that patients in Santa Cruz must travel at least 
25 miles to neighboring Santa Clara County to receive care, if they are lucky enough 
to find a doctor who will accept new Medicare patients. 

We have to be careful moving forward: it makes absolutely no sense to even con- 
sider applying new expenditure targets to 41-year-old geographies. We must first re- 
form the payment localities, and the locality-based payment levels so they reflect 
actual real costs in the geographic units that we’re developing. Otherwise, we’ll only 
compound an already overwhelming problem. 

I urge you, Mr. Chairman, and members of our committee to listen carefully to 
the expert opinions of our witnesses today and make a commitment to reform the 
Medicare Physician Payment system before the summer recess. 

We’ve spent far too long investigating this issue. It’s time to act. 


Mr. Pallone. Thank you. I recognize the gentleman from Texas, 
Dr. Burgess. 

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Burgess. Thank you, Mr. Chairman. In anticipating I won’t 
get through all of this in 3 minutes, I am going to claim the time 
of everyone who is not here on my side. Alan Greenspan right be- 
fore he retired as Chairman of the Federal Reserve Board came 
and did a victory lap around the Hill last January, and he met 
with a group of us on my side of the aisle, and sure enough the 
questions came up are we going to he able to sustain Medicare 
spending, the same sort of things we hear David Walker, the comp- 
troller, talk about. 

Alan Greenspan was saying, he said I think ultimately you will 
be able to solve those problems. It will be difficult but you will be 
able to do it. My bigger concern, said Mr. Greenspan, is there will 
be no one there to deliver the services by the time you get there. 
And I share Mr. Greenspan’s concern. I am very anxious to hear 
from our witnesses today. Before we go home for the Easter break, 
I will be reintroducing legislation much as I did last year in Con- 
gress to deal with this program. Since MedPAC has not addressed 
a solution to the SGR problem, I will fill the void. 

But let me just go through with the committee today some of the 
principles that I think we must have in that legislation when it 
comes forward at the end of the month. Congress must develop a 
physician work force incentive that will insure future beneficiaries 
accessibility and keep doctors in the game. This has got to be com- 
plimentary to Medicare physician payment reform. The current 
Medicare physician payment system exacerbates negative physician 
work force trends. Therefore, the SGR ultimately cannot be re- 
formed. It is just simply going to have to be eliminated or replaced 
with something else. I vote for MEL 

Reimbursement must fairly compensate physicians who provide 
services covered by Medicare. Any new system must be able to ad- 
just for growth and services but also be agile enough to determine 
what constitutes appropriate growth and service volume and when 
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growth results in better patient outcomes that is recognized. That 
was the issue that Charlie Norwood brought up last year and ham- 
mered home when we had a similar panel to this last fall. Since 
Medicare is an integrated program the measure of appropriateness 
should take into account the growth in certain service resulting in 
the decrease or avoidance of other services covered elsewhere in the 
Medicare program. 

We keep loading stuff onto part B. We expand the premium for 
senior citizens. We cut the reimbursement rate to physicians but 
this is money that we are no longer having to spend in part A, part 
C, and part D. Medicare truly should be, if it is an integrated pro- 
gram, it should be reflective of that fact and not punitive to part 
B and ultimately punitive to seniors and to physicians who are in- 
volved in the part B program, so Congress must de-link any future 
cost containment to trends in the economy that are completely ex- 
ternal to medicine. 

The doctors who practice medicine in this country have no con- 
trol over what we do up here in Washington that ultimately affects 
the economy. Quality reporting, I am a big believer in it, but I will 
tell you what, and I believe this to be true, if you drive out the 
quality physicians, and I am talking about the doctors who are 45 
to 65 years of age, if you drive those individuals out of the practice 
of medicine for our senior citizens it is going to cost you a heck of 
a lot of money to bring that quality back to speed and you will 
never recover. The result is we will have the scope of practice 
issues where we have people other than physicians delivering care 
to arguably what are our most complex patients in this country, 
our Medicare patients. I will yield back, Mr. Chairman. 

Mr. Pallone. Thank you. Doctor. Next I recognize the gentle- 
woman from Colorado, Ms. DeGette. 

OPENING STATEMENT OF HON. DIANA DEGETTE, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF COLO- 
RADO 

Ms. DeGette. Thank you very much, Mr. Chairman. I would like 
to add my thanks to the other committee members for you having 
this hearing today. For the last few years we have an annual ritual 
in my office, which is we answer all the phone calls from the doc- 
tors in my district begging me to fix the reimbursement problem, 
and understandably they can’t understand or comprehend why we 
come to the brink of significant reimbursement cuts every year only 
to make minor increases on December 31. Most physicians at the 
end of the day are small businessmen and women who need to 
make their payroll and cover their rent, pay for equipment up- 
grades, and plan for the coming year. 

They need the continuity of predictable reimbursement so that 
they can adequately plan for the future and spend their time doing 
what they are good at which is caring for patients. So in 2005 we 
heard all these same pleas for help, and we decided to start down 
the road to make changes. In the Deficit Reduction Act we called 
upon MedPAC to examine alternative methods for reimbursing 
physicians while also controlling levels of expenditures. I, like most 
of my colleagues here on the committee, was hopeful that MedPAC 
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would be able to coalesce around a plan that could begin the proc- 
ess of developing a reimbursement system that made sense. 

So that is why I was disappointed to learn that the result of the 
study was not consensus but simply more discussion. It seems like 
as we pull the physician reimbursement system away from the pre- 
cipitous of cuts every year so too do we pull a long-term fix away 
from successful development. And I think, Mr. Chairman, you and 
the other members on this side of the aisle, and I think our col- 
leagues on the other side too, will agree this has just simply got 
to stop. In the absence of a concrete plan for fixing our physician 
reimbursement system, I hope that our hearing today will start a 
process that will eventually result in a usable model. 

We have all spent a lot more time than we should have on this 
issue, including the physicians, and it is time that we put patients 
first, roll up our sleeves, and develop a system that rewards high 
quality care at a reasonable price. Despite my disappointment over 
not having a final solution to our problem, I am happy to see that 
we are breaking the issue down to some important fundamentals. 
I am looking forward to hearing discussion of a pay for perform- 
ance model, and I also want to hear how a system can be con- 
structed that supports coordination of care among providers and re- 
wards achieving the best outcome, not necessarily the specific serv- 
ices that were provided. 

Finally, I am interested in hearing how regional differences in 
utilization can he better understood so we don’t just reward good 
behavior but we try to replicate it nationwide. Mr. Chairman, de- 
spite my concerns, I do appreciate the work that has been done to 
date, and I hope the discussion today generates ideas that will 
eventually lead to plans to move forward. And I yield back any 
time I might have. Thanks. 

Mr. Pallone. Thank you. I recognize the gentlewoman from 
California, Mrs. Capps. 

OPENING STATEMENT OF HON. LOIS CAPPS, A REPRESENTA- 
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA 

Mrs. Capps. Thank you. Chairman Pallone. I believe we all agree 
that there is a dire need to reform the current Medicare physician 
reimbursement system. I am very pleased that early on in this ses- 
sion of Congress that you have called this hearing, thankful that 
our witnesses are here. We have discussed this topic in this com- 
mittee quite often over the past few years, and I think we all would 
agree now that the first step is replacing the SGR formula. It is 
fundamentally flawed, needs to be scrapped, so that we can develop 
a better system. We need to set the stage for long-term solution 
that does not rely on enacting last minute 1-year updates and 
threatening long-term solvency concerns. 

So that is one of the reasons I am very happy that we are start- 
ing this discussion early on in the 110th Congress. It should give 
us time now at this time to really take some action as soon as pos- 
sible. I hope that as we proceed with devising a solution to the 
overall Medicare physician fee problem we will also consider an- 
other related subject that deserves its own hearings and its own fix 
and that is a geo^aphic adjustment issue. I brought this up before 
many times in this committee, and I am going to continue to do so. 
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It is really something I would say almost every member who is 
here today at this hearing and many others as well are very con- 
cerned about it because it affects our districts. 

In fact, there are 175 counties in 32 States where physicians are 
paid 5 to 14 percent less than the Medicare assigned geographic 
cost factors because they are assigned to inappropriate localities. In 
my own district physicians in Santa Barbara and San Luis Obispo 
counties currently receive reimbursements much lower than the ac- 
tual geographic cost factors in those counties. There are proposals 
out there but none have been acted on, and I want to take this op- 
portunity to stress how important a fix would be to our constitu- 
ents. It is heartbreaking to hear physicians closing up shop, bene- 
ficiaries who can’t find a doctor who will take a new patient on 
Medicare. It is such a common theme across this country. 

Just a few days ago, I heard that the last psychiatry practice in 
San Luis Obispo County had to close its doors. With each physician 
who leaves a number of patients are left to find new doctors fur- 
ther away, wait longer for appointments, and this is a situation we 
cannot allow to go on any longer. Congress needs to act quickly to 
address the overall Medicare physician payment system as well as 
the geographic practice cost index. I am sure we are going to hear 
from our witnesses today and I agree with them that we cannot im- 
prove our health care delivery in this country when physicians can- 
not afford to sustain their practice and when patients are left with 
inadequate access to care. With that, I will yield back the balance 
of my time. 

Mr. Pallone. Thank you. The gentlewoman from Oregon, Ms. 
Hooley, is recognized. 

OPENING STATEMENT OF HON. DARLENE HOOLEY, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF OREGON 

Ms. Hooley. Thank you, Mr. Chair. Good morning, Mr. 
Hackbarth. It is particularly nice to welcome an Oregonian to this 
committee. Medicare physician payment reform is a critical issue 
for Congress to address this year. Physicians will face a 10 percent 
cut in payment next year if Congress fails to act. The health of 
Medicare cannot afford for Congress to keep relying on year-end 
stop gap measures to address the physician payment shortfalls like 
we did last year. Our dedicated physicians deserve better than to 
be forced to wait until the last days of the year to find out if they 
can afford to provide services to Medicare beneficiaries in the fu- 
ture. 

I firmly believe that a long-term fix for the physician reimburse- 
ment system is absolutely critical. Cutting physician reimburse- 
ment rates put an increased burden on an already strained system. 
Some seniors cannot get access to a physician because they have 
stopped accepting Medicare patients, and again I think you will 
hear this over and over again. There is a patient access issue, and 
we cannot let the Medicare system and our seniors be put at risk 
by failing to act on physician payment reform. Oregon’s physicians 
provide care more efficiently than physicians in many parts of the 
country. The alternatives to the SGR discussed in your report are 
a good start toward addressing geographic disparities in how care 
is provided. 
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It is important to assure that physicians who provide inappropri- 
ate level of care for their patients like the vast majority of physi- 
cians in Oregon henefit from the savings that they create in the 
system. I also want to insure that physician payment reform will 
not create a system under which providers with disproportionately 
sicker patient population will he punished. Medicare beneficiaries 
from underserved and rural areas are more likely to see patients 
in worse health than beneficiaries elsewhere. Any move toward pay 
for performance must insure that the providers are not punished 
for taking on the tough cases. We need to encourage providers to 
see the sickest patients as well as the healthy ones. 

Although I appreciate MedPAC’s work in assessing alternatives 
to the sustainable growth rate, I think that MedPAC has not done 
enough to consider the impact of proposals on physicians practicing 
in rural areas. I think this may be in part because the commis- 
sioners with real health backgrounds are under represented on 
MedPAC. In the future I hope to see a more balanced representa- 
tion of rural versus urban and suburban commissioners appointed. 
Thank you, Mr. Chair, and I look forward to discussing these 
issues more with you. Thank you for being here. 

Mr. Pallone. Thank you. I now recognize the gentleman from 
Pennsylvania, Mr. Murphy. 

OPENING STATEMENT OF HON. TIM MURPHY, A REPRESENTA- 
TIVE IN CONGRESS FROM THE COMMONWEALTH OF PENN- 
SYLVANIA 

Mr. Murphy. Thank you, Mr. Chairman, and thank you for your 
high level of interest in helping to fix a number of things about 
health care particularly because our health care system is broken 
and must be reformed and fixing the system is not about who is 
paying, it is about what we are paying for. A broken system is not 
fixed only by shifting additional payments to seniors, families, em- 
ployers or taxpayers. Affordability must begin with fundamental 
reforms to quality and accessibility. Every year Congress steps in 
to avoid a reduction in Medicare payments for our doctors. The two 
alternatives identified by the Medicare payment advisory commis- 
sion to fix this problems involve repealing formulas and implement- 
ing pay for performance under Medicare to all providers including 
inpatient and outpatient hospital services, post acute care services, 
and even part D services. 

I am pleased MedPAC’s recommendations to reward high quality 
care and reduce fraud and abuse is taking place. Whether the pay- 
ment system remains unchanged or is replaced either change will 
require significant increase in funding. While it is important to re- 
duce waste, fraud, and abuse in our Federal health care programs 
rather than simply reducing care and payment to our doctors, I 
have identified and plan on introducing further legislation to 
achieve over $300 billion in annual savings and a lot of lives. A few 
of these examples of savings include $50 billion and 90,000 lives 
saved annually by providing incentive payments to hospitals from 
publicly reporting and reducing deadly health care associated infec- 
tions, expanding the number of volunteer doctors at community 
health centers to insure that every family has a neighborhood doc- 
tor since community health centers save about 30 percent of Medic- 
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aid cases yielding an annual savings of about $17 billion, eliminat- 
ing higher discriminatory co-payments under Medicare for our na- 
tion’s seniors for outpatient health care services and untreated 
mental health services, which also save money. 

Establishing collaborations and demonstration projects to im- 
prove the effectiveness of health information technology which can 
save $162 billion annually by reducing redundant tests, medical er- 
rors and mis-diagnoses. We have so much work to do here and I 
hope that this committee will work towards actually improving and 
renovating our health care system and not just continue a pattern 
that Congress has had for several decades of trying to find ways 
to save money on health care by cutting payments. We want to 
make sure that physicians and hospitals work effectively, but a 
fundamental part of that should be the leadership that this Con- 
gress and this committee takes in showing how we can do it better, 
more effectively, more efficiently save money and save lives in the 
process by transforming our nation’s health care system. The Fed- 
eral Government will be saving billions of dollars and thousands of 
lives. Thank you, Mr. Chairman. 

Mr. Pallone. Thank you. Mr. Green is recognized. 

OPENING STATEMENT OF HON. GENE GREEN, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. Green. Thank you, Mr. Chairman, for holding the hearing. 
I would ask unanimous consent to place my full statement in the 
record. It has been over a decade since a physician fee schedule 
was put into place to help control increases in Medicare payments 
of physicians. Unfortunately, payments for physician services 
match the SGR and expenditure targets for only the first 5 years 
since the actual expenditures exceeded the target by so much that 
even Medicare trustees no longer consider the system realistic. We 
also know that the system isn’t realistic on the physician level 
since red flags about spending growth have done little to affect 
physician behavior, and both physicians and the Medicare trustees 
know that Congress will eventually enact stop gap measures to 
prevent scheduled cuts making the system virtually irrelevant. 

The budgetary reality is staring us in the face. They mandate 
that we fix this system before we start to see serious access prob- 
lems created in Medicare. The GAO has reassured us that bene- 
ficiaries generally enjoy good access to care but I worry about the 
future where fewer doctors may be willing to treat Medicare bene- 
ficiaries simply because of the reimbursement problems. In areas 
like mine that rely heavily on Medicare and Medicaid it probably 
won’t be a situation where doctors will stop taking Medicare. Rath- 
er, we will see access problems created by attrition where the gap 
created by physicians retirements are not filled by new crops of 
doctors willing to take Medicare patients. 

If we reach that point. Medicare will have failed in its mission 
to provide quality and access to health care for all our seniors. 
There is no question the system contains some inherent flaws that 
must be addressed to insure the long-term viability of Medicare 
and access to beneficiaries. While the current system essentially 
penalizes physicians for increased service volume it does not distin- 
guish between simple over utilization and increased utilization ac- 
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tually leads to better health outcomes. Unfortunately, the system 
does not recognize its spending on certain physician services often 
alleviates the needs for much more expensive inpatient services. 

I am glad to hear that MedPAC discussed the idea of different 
providers working together to devise a system that works for Medi- 
care beneficiaries and Medicare providers. We have to facilitate 
some movement between part A and part B and find some ways 
to realize in the budget that costs that occur in part B can lead to 
savings in part A, not to mention a better quality of life for our 
beneficiaries who would prefer a doctor’s visit to a stay in the hos- 
pital any day. I am also glad MedPAC sees the need to improve 
benefits for fee for service Medicare which had slowly begun to 
offer some preventative benefits. 

Mr. Chairman, I have a full statement I would like to put in the 
record. And the frustration, I guess, is we would hope at least in 
the odd-numbered years early in the year we would have a fix that 
we could do permanently. But I understand our budget realiza- 
tions, but I would like us to at least do the permanent fix as early 
as possible so doctors and providers will be able to understand that 
they don’t have to wait until mayhe next February or March to 
hear about it, that we can actually do it even before December of 
this year. And I yield back my time. 

[The prepared statement of Mr. Green follows:] 

Prepared Statement of Hon. Gene Green, a Representative in Congress from 

THE State of Texas 

Thank you, Mr. Chairman, for holding this hearing on physician reimbursement 
from Medicare. 

It has been over a decade since the physician fee schedule was put in place to 
help control increases in Medicare payments to physicians. 

Unfortunately, payments for physician services matched the SGR and expenditure 
targets for only the first 5 years. 

Since then, the actual expenditures have exceeded the target by so much that 
even the Medicare trustees no longer consider the system realistic. 

We also know the system isn’t realistic at the physician level, since red flags 
about spending growth have done little to affect physician behavior. 

And both physicians and the Medicare trustees know that Congress will eventu- 
ally enact stop-gap measures to prevent scheduled cuts — making the system vir- 
tually irrelevant. 

The budgetary realities are staring us in the face, and they mandate that we fix 
this system before we start to see serious access to care problems in Medicare. 

The GAO has reassured us that beneficiaries generally eiijoy good access to care, 
but I worry about a future where fewer doctors may be willing to treat Medicare 
beneficiaries simply because of reimbursement problems. 

In areas like mine that rely heavily on Medicare and Medicaid, it probably won’t 
be a situation where doctors stop taking Medicare. 

Rather, we’ll see access problems created by attrition — where the gap created phy- 
sician retirements is not filled by new crops of doctors willing to take Medicare pa- 
tients. 

If we reach that point. Medicare will have failed in its mission to provide equality 
in access to health care for our senior citizens. 

There is no question that this system contains some inherent flaws that must be 
addressed to ensure the long term viability of Medicare and access to beneficiaries. 

While the current system essentially penalized physicians for increased service 
volume, it does not distinguish between simple overutilization and increased utiliza- 
tion that actually leads to better health outcomes. 

Unfortunately, the system does not recognize that spending on certain physician 
services often alleviates the need for much more expensive inpatient services. 

I am glad to hear MedPAC discuss the idea of different providers working to- 
gether. 
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If we want to devise a system that works for Medicare beneficiaries and Medicare 
providers, we have to facilitate some movement between part A and part B and find 
some way to realize in the budget that costs incurred in part B can lead to savings 
in part A — not to mention a better quality of life for our beneficiaries, who would 
prefer a doctor’s visit to a hospital stay any day of the week. 

I am also glad that MedPAC sees the need to improve benefits in fee-for-service 
Medicare, which has slowly begun to offer some preventive benefits. 

Congress has included some preventive benefits in Medicare and we want utiliza- 
tion of these benefits to be high. 

Yet the irony is that the current payment system would penalize physicians at 
the end of the year for actually utilizing these benefits. 

I doubt the SGR is behind the 2 percent take-up rates associated with the Wel- 
come to Medicare physical and the diabetes screening benefit, but the system has 
to encourage the use of these benefits that are clearly cost-savers in the long run. 

I agree with MedPAC that any new system we devise should encourage coordina- 
tion of the care delivered under the Medicare program. 

Two-thirds of Medicare spending goes to treat beneficiaries who suffer from five 
or more chronic conditions. 

If we are going to give these beneficiaries the quality care they deserve, we have 
to find ways to move beyond the acute-care, condition-specific manner in which 
health care is delivered and financed under this system. 

For several Congresses now. Senator Blanche Lincoln and I have been working 
on legislation to improve and coordinate Geriatric and Chronic Care under Medi- 
care. 

And we’re working to revamp that legislation to create the right incentives for 
physicians so that Medicare beneficiaries can find a true medical home, where their 
care will be comprehensive and coordinated. 

I am glad to see that MedPAC has laid out some interesting options for us on 
that front and others, as we try to solve this unavoidable problem. 

And I appreciate our witnesses being here today to lend us their expertise. 

With that, Mr. Chairman, I yield back my time. 


Mr. Pallone. Thank you. And that is our goal obviously so I ap- 
preciate what you said. And I now recognize the gentlewoman from 
Wisconsin, Ms. Baldwin. 

OPENING STATEMENT OF HON. TAMMY BALDWIN, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF WISCON- 
SIN 

Ms. Baldwin. Thank you, Mr. Chairman. I join my colleagues 
who have spoken before in underscoring the importance of address- 
ing this issue, and I really look forward to today’s witness testi- 
mony and discussion. Like many other members, I support enact- 
ing a long-term fix to the Medicare physician payment issue rather 
than continuing to do the yearly or biannual fixes. These short- 
term solutions, band-aids really, are unfair. They are unfair to the 
physicians who at the end of the short-term fix are once again 
faced with projected cuts. They are unfair to the Medicare bene- 
ficiaries who may face access issues if cuts are enacted and are un- 
fair to taxpayers because the cost of providing a fix gets more and 
more expensive with each passing year. 

Put simply, the issue needs to be addressed. I welcome today’s 
opportunity to focus on MedPAC’s recently released report, and I 
am looking forward to exploring some of the newer options that the 
report proposes. Being from Wisconsin, I am especially interested 
in exploring MedPAC’s views on geographic disparities in Medicare 
expenditures. Growth and volume of physician services has contrib- 
uted to the increase in Medicare expenditures, which then leads to 
the physician payment cuts. Wisconsin tends to have lower than 
average volume of services and lower Medicare expenditures, yet 
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when the cuts are proposed they apply nationally so doctors in Wis- 
consin are being punished for the increased volume in services 
being provided in high payment localities. 

I think this is unfair and I am glad to see that MedPAC acknowl- 
edged this in their recent report. Lastly, I would like to emphasize 
that this issue and what we choose to do regarding this issue has 
huge ramifications for Medicare beneficiaries. If we do nothing 
beneficiaries might face access issues. If we provide a fix without 
protecting part B premiums from increases beneficiaries face unac- 
ceptably high premiums. And if we enact a fix that increases Medi- 
care spending then we will potentially move up the date that we 
reach the 45 percent trigger that was included in the MMA and 
will have to cut Medicare spending. So while we tend to talk about 
physicians when we consider this issue it has a huge impact on 
Medicare beneficiaries. 

I thank the witnesses for coming today. I look forward to your 
testimony and our discussion that will follow. I yield back, Mr. 
Chairman. 

Mr. Pallone. Thank the gentlewoman, and I would recognize 
our chairman of the full committee, Mr. Dingell. 

OPENING STATEMENT OF HON. JOHN D. DINGELL, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF MICHI- 
GAN 

Mr. Dingell. I thank you, and I commend you for these hearings 
today. They are very much needed. I want to applaud the vigorous 
and wise way in which you are conducting the business of the com- 
mittee. I welcome Dr. Hackbarth, the chairman of the Medicare 
Payment Advisory Commission, here. And also Mr. Steinwald from 
the Government Accountability Office and Dr. Fisher from Dart- 
mouth University who have all thought greatly about the question 
at hand. Also to Dr. Thames from AARP, I thank him for bringing 
wise counsel and a good beneficiary perspective to this discussion. 

As we know, physicians are facing a 10 percent cut in their Medi- 
care payments in 2008, as well as continued reductions in later 
years. No one can operate a business in that kind of environment. 
If your employer presented you with the prospect of a large pay cut 
for 10 years in a row, I am certain you would not continue in that 
line of work. More importantly, these payment reductions make 
running a quality health care practice difficult at best. At worse 
they provide the wrong incentives for the kind of care that Medi- 
care beneficiaries should receive. Our goal should be to align the 
payment incentives so the patients are getting the right care at the 
right time. While I am not an advocate of pay for performance sys- 
tems, we do need to create the right incentives for providers to in- 
corporate technology into the practice of medicine to improve care 
outcomes and efficiency, and although we know we must insure the 
ultimate incentive it remains to us to decide what is the best way 
of delivering the care that is best for the patient. 

The perplexing problem in reforming Medicare physician pay- 
ments is what to do about identifying services that are growing in- 
appropriately. Clearly, the current system or global cap is not 
working. A variety of factors can cause appropriate service growth. 
For example, payment may not be aligned with the actual cost of 
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providing service. Providers may not be clear of which treatments 
are most appropriate for the service to be provided. This indicates 
that there is a problem that will have to be addressed delicately 
but not with a hatchet or a sledge hammer. One possibility that we 
hear about today is comparing doctor practice patterns with their 
peers and identifying and working collaboratively with those who 
when adjusting for the relative health status of their patients have 
practice patterns that fall outside the norm. 

Again, there are ways to do things like this correctly and ways 
to do them in ways that would cause harm to the patient. Clearly, 
the latter must be avoided. This is what we must flush out in to- 
day’s hearings and in future hearings in discussions on the matter. 
Changes to the Medicare physician payment system are long over- 
due. We will work hand-in-hand with the provider community and 
beneficiary representatives to protect Medicare fee for service for 
generations to come. 

I look forward, Mr. Chairman, to working closely with you as 
well as Mr. Barton and Mr. Deal to craft a successful conclusion 
to this problem. I want to again commend you for what you are 
doing in holding these hearings today. I want to point out that this 
is an enormously important question that simply must be ad- 
dressed not just in the interest of the doctors or the Medicare sys- 
tem but also in the needs and the concerns of the patients who 
after all the reason that this system has been set up. Thank you, 
Mr. Chairman. I yield back the balance of my time. 

Mr. Pallone. Thank you. Chairman Dingell, and I know that 
you have introduced legislation and have been trying to address 
this for several years so thank you again. I would recognize the 
gentleman from Pennsylvania, Mr. Pitts. 

Mr. Pitts. No statement. 

Mr. Pallone. OK. Mr. Allen is recognized. 

OPENING STATEMENT OF HON. TOM ALLEN, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF MAINE 

Mr. Allen. Thank you, Mr. Chairman, for convening this hear- 
ing to take a serious look at the Medicare physician payment sys- 
tem and the effect future reductions will have on patients access 
to care. Although Congress was able to block the scheduled 5.1 per- 
cent Medicare payment cut this year physicians are facing a 10 
percent reimbursement cut next year if we don’t act. I am dis- 
appointed that the President’s fiscal 2008 budget does not provide 
any funds to deal with this problem. Maine and other rural States 
face unique challenges in attracting and retaining qualified physi- 
cians and insuring access to specialists. Insufficient payment by 
both Medicare and Medicaid is a major disincentive to providers in 
our State who are caring for a disproportionate share of elderly 
citizens. 

Seventeen percent of Maine’s population is on Medicare, and we 
have 17 practicing physicians per 1,000 beneficiaries. This is a 
below average ratio of physicians to Medicare beneficiaries. In ad- 
dition, our physician population is older than the national average. 
Forty-six percent of our doctors are over 50, and many have chosen 
to reduce their patient case loads. Congress must evaluate the cur- 
rent reimbursement system and create a more sound financial 
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foundation for physician payment rates. Only by doing so will we 
avoid what has become an annual race to avert a financial crisis. 
Our goal must be to replace the current funding formula with one 
that accurately reflects physicians practice costs, new technology, 
and the age and health of the patient population being served. I 
look forward to hearing from our distinguished panel and yield 
back the balance of my time. 

Mr. Pallone. Thank you. I recognize Mr. Matheson of Utah. 

OPENING STATEMENT OF HON. JIM MATHESON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF UTAH 

Mr. Matheson. Thank you, Mr. Chairman. While I am a new 
member of the Health Subcommittee, I have long argued that the 
current formula used for determining physician payment rates is 
flawed and should be reformed. During my first 6 years in Con- 
gress, I have heard from hundreds of Utah physicians regarding 
this issue. They provided me with many examples of the disconnect 
that exists between the formula and the actual cost of providing 
services. They have raised compelling concerns about reduced ac- 
cess to health care if the formula is allowed to be implemented, and 
many of them have also provided suggestions regarding ways to fix 
the problems associated with the current payment calculation. 

As a result, I co-sponsored legislation at the last Congress that 
would reform the formula to more accurately reflect the cost of 
practicing medicine. Unfortunately, these reforms were not enacted 
prior to the end of last year’s Congress. In fact, during my tenure 
in office Congress has always waited until the very last minute to 
pass a temporary fix to the problem. This creates uncertainty in 
the marketplace and is simply a case of avoiding the fundamental 
issue. I would also like to highlight the fact that last year’s fix did 
include language allowing physicians who voluntarily report cer- 
tain qualify measures to receive bonus payments of 114 percent be- 
ginning July 1, 2007. I think that this was a good step forward and 
I am pleased to see that MedPAC is also interested in working 
with the Congress and with CMS on this aspect of reform. 

Mr. Chairman, I hope the committee will be able to tackle the 
issue this year because I believe the physicians need to be able to 
provide seniors the access to care that is so desperately needed. 
Thank you. I yield back the balance of my time. 

Mr. Pallone. Thank you. I recognize Ms. Solis of California. 

OPENING STATEMENT OF HON. HILDA L. SOLIS, A REP- 
RESENTATIVE IN CONGRESS FROM THE STATE OF CALIFOR- 
NIA 

Ms. Solis. Thank you, Mr. Chairman, and good morning. Thank 
you for holding this very important hearing. Medicare was enacted 
to provide affordable health insurance to older Americans and is 
important to address the sky rocketing cost of health care and ac- 
cess especially to quality affordable health care and especially in 
critical communities, minority communities, communities of color 
since these populations often encounter greater burdens of disease. 
Seniors in California, as you know, are struggling, and I have 
heard from my constituents that some California physicians have 
stopped taking new Medicare patients because of inadequate reim- 
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bursements. We find this in areas in east Los Angeles where I have 
heard from many of our medical providers and doctors and physi- 
cians who are already losing a lot of money by being there but con- 
tinue to do so but have continuously told me, “Congresswoman, we 
need to do more to help provide for a greater rate of reimburse- 
ment”. 

So they stay in our communities because there are a low number 
of these physicians that are actually continuing to provide services 
in our much needed area. And earlier MedPAC reports stated that 
the percentage of physicians taking new Medicare patients has de- 
creased. More than 62,000 seniors live in my district, and I wonder 
where those seniors are going to go if these doctors aren’t receiving 
adequate payment. Sixteen percent of Medicare beneficiaries in 
California, by the way, happen to be Latino. Latinos already face 
many barriers in accessing medically necessary health services, 
and a MedPAC report published in 2006 stated that 7.1 of Latino 
Medicare beneficiaries delayed getting care due to cost. 

Less access to care in my opinion will result in further health 
care disparities in our communities. I believe that Medicare bene- 
ficiaries should receive equal access to physicians who provide 
quality care. The rapidly increasing costs of health care are prob- 
lems for residents in my district. The current payment system has 
not solved the problem of higher Medicare spending and out-of- 
pocket costs for our seniors as well. Instead, some seniors are re- 
ceiving unnecessary and expensive services that do not provide ad- 
ditional health benefits, and I am concerned about safety net pro- 
viders, our clinics, who are already struggling to care for their pa- 
tients. 

We need to insure that our physicians continue to care for our 
seniors and a physician payment system should emphasize preven- 
tion, primary care, and especially since today’s seniors are living 
longer suffering from serious and costly chronic diseases such as di- 
abetes and heart disease. I hope that any proposed physician pay- 
ment system reimburses our doctors fairly for the vital services 
they provide and keeps health care affordable for the millions of 
seniors whom we represent, and we know they rely very heavily on 
Medicare. I look forward to hearing your recommendations and 
working with you to protect our seniors health care system. Thank 
you. 

Mr. Pallone. Thank you. And that, I believe, concludes our 
opening statements by the members of the subcommittee. 

Any other statements for the record will be accepted at this time. 

[The prepared statement of Mrs. Cubin follows:] 

Prepared Statement of Hon. Barbara Cubin, a Representative in Congress 
FROM THE State of Wyoming 

Thank you Mr. Chairman. On January 1, 2007, America’s physicians were sched- 
uled to receive a 5 percent cut in Medicare reimbursement if Congress did not step 
in to provide a one-time bonus payment in the Tax Relief and Healthcare Act of 
2006. 

I was pleased to support this important intervention on behalf of Wyoming’s 
70,000 Medicare beneficiaries. The negative physician fee schedule, based on the 
flawed sustainable growth rate, most certainly presents an unacceptable situation 
not just for Wyoming’s beneficiaries, but for the physicians they rely on. 

These doctors are also small businesses. They are saddled with high malpractice 
premiums. They practice in rural areas, and in some cases are the only providers 
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in their communities. If just one Medicare provider shuts his or her doors in Wyo- 
ming, a whole community could be affected. But every time we act to stave off the 
cuts mandated by the sustainable growth rate, we are not only dela3dng the inevi- 
table, we are making it worse. 

In 2006, we faced an eventual 5 percent cut in 2008. We may have stopped the 
2007 cuts, but now we face a nearly 10 percent cut in 2008, with more to follow 
several years thereafter. Facing cuts of this magnitude, we cannot simply rely on 
physicians’ generosity to treat Medicare patients regardless of the reimbursement 
rate. 

The sustainable growth rate formula was enacted to reduce the overutilization of 
Medicare services and control the growth of the Medicare program. While it has by 
many indications failed in respect to these goals, we cannot lose sight of them. The 
Centers for Medicare and Medicaid Services Office of the Actuary estimates that na- 
tional health expenditures will double to $4 trillion over 6 years. Like the ever- 
present threat of physician payment cuts, this is a harsh realization we need to face 
head on. 

The Republican-led Congress faced this realization when it directed the Medicare 
Payment Advisory Commission, or MedPac, to look at alternatives to the sustain- 
able growth rate in the Deficit Reduction Act of 2005. 

Today we have the opportunity to explore MedPac’s long-term recommendations, 
with the goal of minimizing the cost of a long-term physician payment fix. I hope 
today’s panelists will shed light on how this can be accomplished while at the same 
time taking steps to ensure quality and appropriate care to our Nation’s Medicare 
beneficiaries. 

I thank our panelists for joining us and look forward to their testimony. 


Mr. Pallone. We will now turn to Mr. Hackbarth. Let me say 
that Mr. Hackbarth is the chairman of the Medicare Payment Ad- 
visory Commission. Your statement becomes part of the hearing 
record, and of course at the discretion of the committee you can 
submit additional brief and pertinent statements in writing for in- 
clusion in the record. And I would now recognize you for a 5- 
minute opening statement. Thank you for being here. 

STATEMENT OF GLENN M. HACKBARTH, CHAIRMAN, 
MEDICARE PAYMENT ADVISORY COMMISSION 

Mr. Hackbarth. Thank you, Chairman Pallone, and Ranking 
Member Deal. I appreciate this opportunity to talk about 
MedPAC’s recommendations on alternatives to Medicare sustain- 
able growth rate system. As requested in the congressional man- 
date, MedPAC has analyzed the pros and cons of expenditure tar- 
gets in general as well as the five options specifically included in 
the mandate. We present two alternatives paths for your consider- 
ation, one that includes continuation of an expenditure target and 
one that does not. 

As you know, MedPAC is a 17-member commission with diverse 
participation including clinicians and health care executives and 
academics and former government officials. Despite the diversity of 
the commission, we generally are able to reach consensus on even 
complicated issues as has been discussed. That has not been pos- 
sible on all dimensions of the SGR problem. To help you under- 
stand where the commissioners do agree and where we disagree, I 
have divided the SGR problem into four dimensions which are here 
on the screen. The first of those encourage efficiency in the delivery 
of health care. Let me begin with a quick definition of efficiency. 

Improving efficiency is not just about reducing cost. Efficiency is 
about maximizing the benefit for the patient for any given level of 
expenditure. There is unanimous agreement within MedPAC that 
expenditure targets like the SGR do not themselves establish ap- 
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propriate incentives for efficiency. Indeed, by only constraining the 
amount paid for each individual physician service and expenditure 
target may actually increase, induce an appropriate or cost increas- 
ing behavior. Moreover, payments that become too low relative to 
the cost of delivering care may ultimately impede access to care. 

To establish proper incentives for efficiency. Congress must pur- 
sue the agenda briefly described on the second slide. There are a 
lot of very complicated stuff included under these broad headings 
so I won’t take time in my opening statement but I would be happy 
to go back and talk about the specific ideas within each of these 
categories. So there is unanimous agreement that these sorts of 
policy changes are what are needed to in fact improve the efficiency 
of the Medicare program. The commission is also unanimous in be- 
lieving that this agenda for increasing value and efficiency in Medi- 
care is urgent and requires a much larger investment in CMS in 
order to speed its ability to develop, implement, and refine pay- 
ment systems. 

Some progress to be sure is being made but that progress is far 
too slow. The second bullet here, as you can see, is encouraging fis- 
cal discipline in policy making. Its expenditure targets like SGR 
don’t by themselves establish proper incentives for efficiency. What 
might they be good for? And it is here that the commissioners dis- 
agree. Some commissioners believe that expenditure targets are 
useful for encouraging fiscal discipline in the policy-making proc- 
ess. To be clear, they don’t establish appropriate incentives for pro- 
viders but they may alter the dynamics of the policy-making proc- 
ess and result in more constraints, lower updates for providers. 

Some commissioners think that is a good thing. In addition, ex- 
penditure targets may create the political leverage to force provid- 
ers to accept reforms they might otherwise resist. Other commis- 
sioners, while acknowledging these potential benefits, agree that 
they come at far too high a price, and hence the disagreement with- 
in the commission. The third bullet, increasing equity among re- 
gions and providers. Here is another point on which there is sub- 
stantial although not complete consensus within MedPAC. The ex- 
isting SGR system is highly inequitable in important respects. If 
the target is exceeded all physicians are punished equally regard- 
less of their individual behavior. 

In addition, all regions of the country are treated equally even 
though there is abundant evidence that health care delivery is 
more efficient in some places than in others. And finally the SGR 
system as it exists currently targets only physicians when in fact 
Medicare has a total cost problem, not just a physician cost prob- 
lem. Thus, if Congress elects to retain an expenditure target in 
some form it would be fairer and more effective to apply that target 
to total Medicare cost, not just physicians, to apply greater pres- 
sure in high cost regions than low cost regions and allow an oppor- 
tunity for groups of providers to band together in what we refer to 
as accountable care organizations to receive their own performance 
assessment against the targets established by Congress. 

Making expenditure targets more equitable will not be an easy 
task. Time, patience, determination, and investment would be re- 
quired and without these the risk of failure and unintended con- 
sequences will increase dramatically. Now let me turn finally to the 
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last bullet here, minimizing or offsetting the budget score of fixing 
the SGR system. As you know all too well, proposals to repeal or 
modify SGR often carry a very large budget score as a result of the 
difference between the assumed payment rates and the base line 
and what are realistic rates to assure access to care. MedPAC nor 
anyone else for that matter has a simple magic solution to fill that 
gap. We do believe, however, that MedPAC’s proposals can make 
a very, very substantial contribution to filling that budget gap. 
CBO has estimated that the 10-year cost of repealing SGR and re- 
placing it with an alternative system is somewhere over $200 bil- 
lion. 

According to CBO going to financial neutrality for Medicare Ad- 
vantage plans as MedPAC has proposed would save about $160 bil- 
lion. Couple that with restraints on updates for other providers 
which MedPAC recommends. Couple that with the value and effi- 
ciency agenda that I alluded to earlier and you have a very sub- 
stantial contribution towards filling that $200 billion plus budget 
gap. With that, Mr. Chairman, I will conclude my opening com- 
ment, and I look forward to questions. 

[The prepared statement of Mr. Hackbarth follows:] 
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Chairman Pallone, Ranking Member Deal, distinguished Subcommittee members, I am 
Glenn Hackbarth, Chairman of the Medicare Payment Advisory Commission (MedPAC). 
I appreciate the opportunity to be here with you this morning to discuss alternatives to the 
sustainable growth rate (SGR) system used in Medicare’s physician payment system. 

Medicare pays for physician services on a fee-for-service basis using a resource-based 
relative value scale. Each service is assigned a weight reflecting the resources needed to 
furnish it. Payment is determined by multiplying a service’s weight by a national 
physician pa5Tnent rate, called the conversion factor. 

Currently, as specified in statute, the armual update to the conversion factor is determined 
under the SGR, based on an expenditure target that is tied to growth in the gross domestic 
product (GDP). The SGR is widely considered to be flawed; it neither rewards physicians 
who restrain volume growth nor punishes those who prescribe uimecessary services. 

Some critics contend the SGR may actually stimulate volume growth. Other observers 
believe that, despite its flaws, the SGR has helped curb the increase in Medicare spending 
for physician services by alerting policymakers that spending is rising more rapidly than 
anticipated and constraining the ability of policymakers to increase fees. 

Slowing the increase in Medicare outlays is important; indeed it is becoming urgent. 
Medicare’s rising costs, particularly when coupled with the projected growth in the 
number of beneficiaries, threaten to place a significant burden on taxpayers. Rapid 
growth in expenditures also directly affects beneficiary' out-of-pocket costs through 
higher Part B and supplemental insurance premiums as well as higher copayments. 

The Deficit Reduction Act of 2005 (DRA) requires MedPAC to examine alternative 
mechanisms for establishing expenditure targets. We also considered ways to reconfigure 
the existing SGR to improve its performance. We have reviewed the pros and cons of the 
different alternatives and outlined two possible paths for the Congress to follow. 
Significant disagreement exists within the Commission about the utility of expenditure 
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targets. Moreover, the complexity of the issues makes it difficult to recommend any 
option with confidence. Absent careful development and significant investment, the risk 
that a formulaic expenditure target wilt fail and have unintended consequences is 
substantial. 

Despite disagreement about expenditure targets, the Commission is united on this; 
Whether or not the Congress elects to retain some form of expenditure target, a major 
investment should be made in Medicare’s capability to develop, implement, and refine 
payment systems to change the Inherent incentives in the fee-for-service system to 
reward quality and efficient use of resources while improving payment equity. Examples 
of such reforms include pay-for-performance programs for quality, improving payment 
accuracy, developing incentives to coordinate care, using comparative-effectiveness 
information, and bundling payments to reduce overutilization. 

An expenditure target, however designed, cannot substitute for improvements to 
Medicare’s payment systems; at best, it may be a useful complement. An expenditure 
target alone will not create the proper incentives for individual physicians or other 
providers; indeed, there is a risk that — in the absence of other changes — constraint on 
physician fees will stimulate inappropriate behavior, including the very increases in 
volume and intensity that the target system purports to control. It is better to think of an 
expenditure target as a tool for altering the dynamic of the policy process than as a tool 
for directly improving how providers deliver services. An expenditure target alerts 
policymakers that spending is rising more rapidly than anticipated and leads to an annual 
debate over the update to the physician payment rate. That debate may also influence the 
behavior of providers: To avoid rate decreases, they could be compelled to support 
payment reforms that they might otherwise find objectionable. 


The Congress, then, must decide between two paths. One path would repeal the SGR and 
not replace it with a new expenditure target. Instead, the Congress would accelerate 
development and adoption of approaches for improving incentives for physicians and 
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other providers to fiimish higher quality care at a lower cost. If it pursues this path, the 
Congress would need to make explicit decisions about how to update physician 
payments. Alternatively, the Congress could replace the SGR with a new expenditure 
target system. A new expenditure target would not reduce the need, however, for a major 
investment in payment reform. Regardless of the path chosen. Medicare should develop 
measures of practice styles and report the information to individual physicians. Medicare 
should also create opportunities for providers to collaborate to deliver high quality care 
while restraining resource use. 

If the Congress chooses to use expenditure targets, the Commission has concluded that 
such targets should not apply solely to physicians. Rather, they should ultimately apply to 
all providers. Medicare has a total cost problem, not just a physician cost problem. 
Moreover, producing the optimal mix of services requires that all types of providers work 
together, not at cross purposes. For example, physicians and hospitals must collaborate to 
reduce urmecessaiy admissions and readmissions. If used, an expenditure target should 
be designed to encourage all types of providers to work together to keep costs as low as 
possible while increasing quality. The Congress may also wish to apply targets on a 
regional basis, since different parts of the country contribute differentially to volume and 
expenditure growth. Moreover, high-spending areas have not demonstrated higher quality 
of care. 

The sustainable growth rate system 

Each year, CMS follows the statutory formula to determine how to update fees for 
physician services to help align spending with the SGR’s expenditure target. The SGR 
allows growth in spending due to factors that one would expect to affect the volume of 
physician services: inflation in physicians’ practice costs, changes in enrollment in fee- 
for-service Medicare, and changes in spending due to laws and regulations. In addition, 
the SGR includes an allowance for growth above these factors based on growth in real 
GDP per capita. Growth in GDP — the measure of goods and services produced in the 
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United States — ^is used as a benchmark of how much additional expenditure growth 
society can afford. 

Figure 1. FFS Medicare spending for physician services, 1996-2006 


70 



1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 


Note: FFS (fee-for-service). Dollars ore Medicare spending only ond do not include beneficiary coinsurance. 

Source: 2006 annual report of the Boards of Trustees of the Medicare trust funds. 


The SGR system has been widely criticized. In recent years expenditures for physician 
services have grown substantially, suggesting that the SGR does not provide a strong 
check on spending (Figure 1). It does little to counter the inherently inflationary nature of 
fee-for-service payment. In addition, the SGR is inequitable, treating all providers — 
regardless of their behavior — and all regions of the country alike. 

The SGR also fails to distinguish between desirable Increases in volume and those that 
are not. Some volume growth may be desirable. For example, growth arising from 
technology or changes in medical protocols that produce meaningful improvements to 
patients, or growth in services that are currently underutilized, is beneficial. But research 
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suggests that some portion of volume growth does not advance the health and well-being 
of beneficiaries. In geographic areas with more providers and more specialists, research 
has found that beneficiaries receive more services but do not experience better quality of 
care or better outcomes, nor do they report greater satisfaction with their care. 

Table 1 . Cumulative actual expenditures for SGR-related services exceeded 
SGR-ailowed expenditures starting in 2002 


Cuimilativa «X|Mndthjr«t (In bllHons) 


Y»or 

AIIowmI 

Actual 

(In binicMfu} 

1996 

$36.6 

$36.6 

N/A 

1997 

86.6 

85.9 

$0.7 

1998 

138.7 

135.8 

2.9 

1999 

194.1 

188.4 

5.7 

2000 

253.4 

246.4 

7.0 

2001 

315.4 

312.7 

2.7 

2002 

3B2.5 

383.6 

-1.1 

2003 

454.5 

461.8 

-7.3 

2004 

531.2 

548.9 

-17.7 

2005 

611.3 

640.0 

-28.7 

2006 

693.0* 

734.9* 

-41.9* 


Note: SGR (sustainable growth rate), N/A (not applicoble). Cumulative ollowed and octual expenditures are os of 

calendar year end. Pursuant to the Balanced Budget Refinement Act of 1 999, the SGRs for 2000 and all 
subsequent years ore estimated and then revised twice by CMS, based on later dota. 

* Estimated. 

Source: CMS 2006. Estimated sustainable growth rate and conversion factor, for Medicare payments to physicians In 
2007. November. http://www.cms.hhs.gov/Su5lainableGRatesConFoct/Downfoads/sgr2007f.pdf. 


Medicare spending for physician services has exceeded targeted spending for several 
years, resulting in the SGR calling for cuts in physician payment rates (Table 1). The 
Congress has repeatedly prevented these cuts from being implemented without changing 
the SGR formula or the target. As a result, the cumulative SGR formula calls for larger 
fee cuts in multiple years. The Medicare trustees project that the SGR will call for annual 
cuts of about 5 percent well into the next decade. The trustees characterize this projected 
series of negative updates to physician fees as “unrealistic” because the Congress is 
unlikely to allow them. But the federal budget’s baseline includes the large fee cuts, 
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making it costly from a budgeting perspective to give zero updates, much less increase 
fees. If they were implemented, large cumulative cuts would likely compromise access to 
care. They might also have the unintended consequence of spurring volume growth as 
physicians attempt to maintain their income. 

Using Medicare's physician and other payment systems to 
improve value 

Medicare should institute policies that improve the value of the program to beneficiaries 
and taxpayers (see text box, p.l7). Those policies should reward proMders for efficient 
use of resources and create incentives to increase quality and coordinate care. Policies 
such as pay for performance that link payment to the quality of care physicians furnish 
should be implemented. At the same time. Medicare should encourage coordination of 
care and provision of primaty' care, allow gainsharing arrangements, bundle and package 
services where appropriate to reduce overuse, ensure that its prices are accurate, and 
rethink the program’s benefit design and the effects of supplemental coverage. To reduce 
unwarranted variation in volume and expenditures. Medicare should collect and 
distribute information about how providers’ practice styles and use of resources compare 
with those of their peers. Ultimately, this information could be used to adjust payments to 
physicians. Findings from comparative-effectiveness research should be used to inform 
payment policy and furnished to beneficiaries and providers to inform decisions about 
medical care. Finally, concerted efforts should be made to identify and prevent misuse, 
fraud, and abuse by strengthening provider standards, ensuring that services are furnished 
by qualified providers to eligible recipients, and verifying that services are appropriate 
and billed accurately and that payments for those services are correct. 

The Congress needs to provide CMS with the necessary time, financial resources, and 
administrative flexibility to make these improvements. CMS will need to invest in 
information systems; develop, update, and improve quality and resource use measures; 
and contract for specialized services. In the long run, failure to invest in CMS will result 
in higher program costs and lower quality of care. 
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DRA-mandated alternatives to the SGR 

The DRA requires that we examine the potential for volume controls using five 
alternative types of sub-national targets — geographic area, type of service, group 
practice, hospital medical staff, and physician outliers — and consider the feasibility of 
each. Policymakers should recognize that, by their very nature, these alternatives can 
only attempt to control total expenditures, not volume. Each alternative has advantages 
and disadvantages, but without accompanying payment policies that change the inherent 
incentives of fee-for-service payment, the ability to influence the behavior of individual 
physicians will be limited. 

The Commission has not provided budgetary scores for the alternatives. MedPAC does 
not produce official scoring estimates. Further, many of the alternatives’ administrative 
implications are unknown. For any of the alternatives, details of the formula — including 
where the target is set, how to deal with the existing difference between the target and 
spending, and whether the target is applied only to physician services or is extended more 
broadly — are the important determinants of projected total spending. Efforts to relax the 
current SGR (e.g., softening or eliminating the cumulative formula) will be costly under 
current baseline assumptions. However, the Congress may be able to maintain some 
expenditure control by retaining the expenditure target in some form. 

Geographic area alternative 

The geographic area alternative would apply targets to subnational geographic areas. 
Setting different fee update amounts by region acknowledges tliat regional practice 
patterns vary and contribute differentially to overall volume and expenditure growth. Use 
of different regional updates would improve equity across the country and over time 
could help reduce geographic variation. However, it is not clear what the optimum 
geographic unit would be. Choosing the unit involves tradeoffs between physician 
accountability, year-to-year volatility, and administrative feasibility. Using smaller units, 
such as hospital referral regions, might increase physician accountability but would also 
increase year-to-year volatility and be difficult to administer. Large units, such as states 
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or Part D regions, are more stable and are easier to administer but include too many 
physicians to encourage accountability. 

Using different regional updates would not entirely address the inequities of the current 
system; for example, a physician who practices conservatively in a high-volume region 
would still be penalized. Using different regional updates could also create wide 
disparities in payment rates by area. Beneficiaries crossing the boimdaries of geographic 
areas to seek care also would be an issue that would have to be resolved. 

Type-of-service alternative 

A type-of-service alternative would set expenditure targets for different types of services, 
as was done under the volume performance standard (VPS), which preceded the SGR. 
(Under the VPS, three targets were established — for evaluation and management 
services, surgical procedures, and all other services.) A type-of-servdce expenditure target 
recognizes that expenditure growth differs widely across types of services. Some might 
prefer this type of target because it would differentiate between services with the greatest 
growth in volume and expenditures and those with the smallest. This alternative also 
could be designed to boost payments for primary care services, which some believe are 
undervalued. 

But service-specific targets present a number of difficulties. One problem is that, under 
such targets, inequities across services and specialties could arise. In addition, setting 
service-specific targets would Implicitly require Medicare to know the optimal mix of 
services. This would be difficult, since the optimal mix of services will evolve with 
changes in the population served, patterns of illness, and medical knowledge and 
technology. 

Multispecialty group practice alternative 

The Congress asked MedPAC to analyze an alternative to the SGR that might adjust 
payment based on physicians’ participation in group practices, since some studies suggest 
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that physicians in multispecialty group practices may be more likely to use care 
management processes and information technology and to have lower overall resource 
use. But considering the small share of physicians in multispecialty groups (20 percent), 
and that not all group practices engage in activities that improve quality and manage 
resource use, payment policies focusing solely on group status may not effectively elicit 
the desired behavior. Further, using separate targets for group and nongroup physicians 
could be viewed as inequitable, since efficient physicians in smaller nongroup practices 
would be ineligible for the payment updates that physicians in multispecialty groups 
would receive. In addition, rural physicians may have few, if any, opportunities to join 
group practices. Such small groups of physicians would also increase year-to-year 
volatility and could be difficult to administer. Establishing payment incentives for 
performing speeific activities associated with better care and lower resource use would 
likely be more effective than using separate targets based on group practice status. 

While the Commission has not recommended a multispecialty group alternative for an 
expenditure target, such groups may still be an important locus for many of the policy 
changes that MedPAC believes are important. For example, these groups could serve as 
accountable care organizations (ACOs), together with independent practice associations 
(IPAs), hospital medical staffs, and other organized groups of physicians. The 
Commission’s preliminary research has found that beneficiaries who regularly see 
physicians in multispecialty groups appear to use fewer resources than other 
beneficiaries. Multispecialty groups may be more likely to incorporate incentives to 
control resource use and monitor and influence practice styles, which may encourage 
providers to better coordinate care and ensure that patients are appropriately monitored 
and receive necessary follow-up care. 

Hospital medical staff alternative 

A hospital medical staff target system would use Medicare claims to assign physicians 
and beneficiaries to one type of AGO based on the hospitals they use most. Even if some 
physicians have little or no direct interaction with a hospital, they can be assigned to the 
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group based on the hospital most of their patients use. This option creates a virtual 
physician group using the extended hospital staff as the organizational focal point. 
Initially, Medicare could collect and distribute information about the practice patterns of 
different groups. Ultimately, that information could be used to adjust payments for 
differences in resource use and quality. 

Using hospital medical staffs as ACOs could better align incentives to control 
expenditures. The hospital could provide an organizational locus for physicians in the 
area to come together to monitor and influence practice styles. Although the size of the 
groups would vary substantially, each of them would be much smaller than the current 
national pool. Individual physicians could therefore more readily see a link between their 
own actions and their group meeting its target. Over time, this alternative is intended to 
induce physicians and other providers to practice more as a system, optimizing care 
deliveiy and reducing overall expenditures. 

There are significant barriers to this alternative. Some argue that hospitals and physicians 
are competitors who will not easily collaborate with one another, making this type of 
AGO an unlikely vehicle for change. Such small groups of physicians would increase 
year-to-year volatility and could be difficult to administer. Physicians may resist having 
Medicare assign them to an entity to which they may feel little or no affinity. Physicians 
who rarely refer patients for hospital care may be particularly resistant. Finally, there 
may be additional legislative changes to allow sharing of funds that would be required to 
implement this alternative. 

Outlier alternative 

Medicare could identify physicians with very high resource use relative to their peers. 
CMS could first provide confidential feedback to physicians. Then, once greater 
experience and confidence in resource-use measurement tools were gained, policymakers 
could use the results for additional interventions such as public reporting, targeting fraud 
and abuse, pay for performance, or differential updates based on relative performance. 
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The major advantage of this alternative is that it would promote individual accountability 
and would enable physicians to more readily see a link between their actions and their 
payment. However, a number of technical issues would need to be resolved. 
Implementation of an outlier system based on episode groupers may prove difficult if 
physicians cannot be convinced of the validity of episode grouping tools. Physicians will 
need to be confident that their scores reflect the relative complexity of their patient mix 
and that they are being compared to an appropriate set of peers. There would likely be 
considerable controversy around initial physician scores as some physicians realized that 
their practice patterns were not in line with those of their peers. 

Reconfiguring the national target system 

We also considered a reconfiguration of the current national target. For example, the 
current system could be changed to moderate or eliminate the cumulative aspect of the 
spending targets. Another option is to implement an additional allowance corridor around 
the allowed spending target line. Both options would relieve some of the budget pressure 
and result in more favorable updates but also would increase total expenditures and 
would not change the inflationary incentives inherent in fee-for-service payment. 

Other changes could be made to the physician payment system to address services that 
are growing quickly. Such growth may signal that relative prices for those services do not 
reflect the time and complexity of furnishing them. In examining such services, the 
Secretary would need to take into account changes in both the number of physicians 
furnishing the services to Medicare beneficiaries and the number of hours physicians 
worked. CMS could use the results from these analyses to flag services for closer 
examination of their relative work values. Alternatively, the Secretary could 
automatically correct such mispriced services and the Relative Value Scale Update 
Committee could then evaluate these changes during its regular five-year review. 
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Choices for the Congress on expenditure targets 

There are two paths the Congress could take. The Commission did not reach a consensus 
on which path is best. The issues surrounding the use of expenditure targets are complex, 
the information requirements are many, and the full effects are almost unknowable; in 
addition, the risk of failure and unintended consequences is high. Nevertheless, some 
Commissioners believe it is prudent to retain an expenditure target to limit rate increases 
and to provide leverage with providers to encourage them to embrace reforms they might 
otherwise oppose. At the same time, other Commissioners fear that undue restraint on 
rates may impede access to care in the long run. Moreover, across-the board restraint that 
fails to distinguish between good performers and poor performers may encourage 
providers to engage in undesirable behavior to maintain their profitability — for example, 
ordering services of marginal value or seeking to furnish services with payments that are 
high relative to costs. 

Despite disagreement about the utility of expenditure targets, the Commission is united 
on this key point: Whether or not the Congress elects to retain some form of expenditure 
target, a major new investment should be made in Medicare’s capability to develop, 
implement, and refine fee-for-service payment systems to reward quality and efficient 
use of resources while improving payment equity, as discussed below. An expenditure 
target, however designed, is not a substitute for improving Medicare’s payment systems; 
at best, it may be a useful complement. An expenditure target by itself cannot create the 
proper incentives for individual physicians or other providers. A target is a tool for 
improving the dynamics of policymaking, not health care delivery. 

Following are two alternative paths for the Congress to consider. 

Path 1 

The first path would repeal the SGR. No new system of expenditure targets would be 
implemented. Instead, the Congress would accelerate development and adoption of 
approaches for improving incentives for physicians and other providers to furnish lower 
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cost and higher quality care (see text box, p. 17). Increasing the value of Medicare in this 
way will require: 

• Changing the payment incentives. Policies must be implemented that link 
payment to the quality of care physicians and other providers furnish. MedPAC’s 
pay-for-performance recommendations would move toward correcting the 
problem of lack of incentives for quality care. At the same time, Medicare needs 
to encourage coordination of care and provision of primary care, ensure that its 
prices are accurate, allow gainsharing arrangements, and bundle and package 
services where appropriate to reduce overuse. ACOs like physician groups and 
other combinations of providers can be encouraged as a means to improve quality 
and reduce inappropriate use of resources. Medicare should also rethink the 
program’s benefit design and the effects of supplemental coverage. 

• Collecting and disseminating information. Variation in practice patterns may 
reflect geographic differences in what physicians and other providers believe is 
appropriate care. To reduce this variation, providers need information about how 
their practice styles compare with those of their peers. Ultimately, such 
information could be used to adjust payments to physicians. In addition, findings 
from comparative-effectiveness research should be used to inform payment policy 
and furnished to beneficiaries and providers to inform decisions about medical 
care. Both of these are activities in which collaborating with the private sector 
could lead to wider adoption and greater impact. 

• Redoubling efforts to identify and prevent misuse, fraud, and abuse. This effort 
includes supporting quality through the use of standards, ensuring that services 
are furnished by qualified providers to eligible recipients, and verifying that 
services are appropriate and billed accurately and that payments for those services 
are correct. 
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Path 2 

The second path would pursue the approaches outlined in path 1 but would also include a 
new system of expenditure targets (Figure 2). As policymakers grapple with the 
budgetary consequences of volume and expenditure growth, the presence of an 
expenditure target may prompt more rapid adoption of the approaches in path 1, since it 
will put financial pressure on providers to change. If the Congress determines that a 
target is necessary to ensure restraint on fee increases, the Commission has concluded 
that such a target should embody the following core principles; 

• encompass all of fee-for-service Medicare, 

• apply the most pressure in the parts of the country where service use is highest, 

• establish opportunities for providers to share savings from improved efficiency, 

• reward efficient care in all forms of physician practice organization, and 

• provide feedback with the best tools available and in collaboration with private 
payers. 

In keeping with these principles, the expenditure target should not be borne solely by 
physicians. Rather, it should ultimately be applied to all providers to encourage different 
providers to work together to keep costs as low as possible while increasing quality. The 
Congress should also consider applying any expenditure target on a geographic basis, 
since different parts of the country contribute differentially to volume and expenditure 
growth. If an expenditure target reflects the limits of what society wants to pay, the 
greatest pressure should be applied to those areas of the country with the highest per 
beneficiary' costs and the greatest contribution to Medicare expenditure growth. 
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Figure 2. Timeline for path 2 
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Geographically adjusted targets, even if applied at the level of metropolitan statistical 
areas, are still too distant from individual providers to create appropriate incentives for 
efficiency. Creating proper incentives for improved performance — whether for 
physicians or other providers — will require much more targeted incentives. Rewards and 
penalties must be based on the performance of provider groupings that are small enough 
for the providers to be able to work together to improve. Therefore, within each 
geographic area, measurement of resource use would show how physicians compare with 
their peers and would reveal outliers. The comparisons could show the resource use of 
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individual physicians and of groups of physicians belonging to ACOs, such as integrated 
delivery systems, multispecialty physician groups, and collaborations of hospitals and 
physicians. ACOs, in turn, would have to meet eligibility criteria but would then be able 
to share savings with the program if they furnish care more efficiently than the trend in 
their area. Episode groupers and per capita measures are tools for measuring resource 
use, and they could become tools that define payment adjustments for physicians who 
remain committed to solo or small practice outside the confines of larger organizations. 

This expenditure target system would address three goals simultaneously. First, it would 
address geographic disparities in spending and the volume of services. Second, by 
departing from the existing national SGR and allowing providers to organize into ACOs, 
it would improve equity and encourage improvements in the organization of care. Third, 
providers would receive actionable information to change their practice style. 
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Improving Medicare's value 


Medicare should change poymenr incentives by: 

• Linking payment to quality by basing a portion of provider payment on performance. 
The Commission has found that two types of physician measures are ready to be 
collected: structural measures associated with information technology (such as 
whether a physician’s office tracks patients’ follow-up care) and claims-based 
process measures, which are available for a broad set of conditions. To implement 
pay-for-performance, CMS must be given the authority to pay providers 
differentially based on performance. Such a program should be budget neutral, with 
monies set aside redistributed to providers who performed as required. 

• Encouraging coordination of care and use of care management processes, especially 
for chronic care patients. There are a number of care coordination and care 
management models Medicare could implement. For example, beneficiaries with 
chronic conditions could volunteer to see a specific physician or care provider for the 
complex condition that qualifies them to receive care coordination/care management. 
That physician would serve as a sort of medical home for the patient. Payment for 
services to coordinate care would be contingent on negotiated levels of performance 
in cost savings and quality improvements. 

• Ensuring accurate prices by identifying and correcting mispriced services. CMS 
should reduce its reliance on physician specialty societies to identify misvalued 
services so that overvalued services are not overlooked in the process of revising the 
physician fee schedule’s relative weights. CMS should also update the assumptions it 
uses to estimate the practice expenses associated with physician services. Further, 
CMS should initiate reviews of services that have experienced substantial changes in 
volume, length of stay, site of services, practice expense, or other factors that may 
indicate changes in physician work. 

• Allowing shared accountability arrangements, including gainsharing, between 
physicians and hospitals. Such arrangements might increase the willingness of 
physicians to collaborate with hospitals to lower costs and improve care. 

• Bundling services. Bundling puts providers at greater financial risk for the services 
provided and thus gives them an incentive to furnish and order services judiciously. 
Candidates for bundling include services ty'pically provided during the same episode 
of care. Bundling the hospital payment and the physician payment for given DRGs 
could also increase efficiency and improve coordination of care. 

• Promoting primary care, which can lower costs without compromising quality. 
Medicare should create better incentives for providers to furnish primary care (e.g., 
by ensuring accurate prices for primary care services) and for beneficiaries to seek it 
(e.g., by changing Medicare’s cost sharing structure). 

• Rethinking Medicare ’s cost-sharing structure and its ability to steer beneficiaries to 
lower cost and more effective treatment options. 

(continued next page) 
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Improving Medicare's value (continued) 


Medicare should collect and disseminate information by; 

• Measuring physicians ’ resource use over time and sharing results with physicians. 
Physicians would then be able to assess their practice styles, evaluate whether they 
tend to use more resources than their peers (or what available evidence-based research 
recommends), and revise their practice styles as appropriate. Once greater confidence 
with the measurement tool was gained. Medicare could use the results for payments — 
for example, as a component of a pay-for-performance program that rewards both 
quality and efficiency. CMS could also use the measurement tool to flag unusual 
patterns of care that might indicate misuse, fraud, and abuse. 

• Encouraging the development and use of comparative-effectiveness information to 
help providers and patients determine what constitutes good quality, cost-effective 
care. Comparative-effectiveness information could also be used to prioritize pay-for- 
performance measures, target screening programs, and prioritize disease management 
initiatives. Given the potential utility of this information to Medicare, and given 
concerns about the variability in methods and the potential bias of researchers 
conducting clinical- and cost-effectiveness research, a public-private partnership may 
be warranted. For example, the federal government could help set priorities for 
research, while funding could come in part from drug manufacturers, health plans, and 
pharmacy benefit managers. 


Medicare should improve program integrity and provider standards by: 

• Using standards, where appropriate, in physician offices to ensure quality. MedPAC 
has recommended that CMS impose quality standards as conditions of payment for 
imaging services. Other types of services may be candidates for standards as well. 

• Continuing to improve program integrity, capitalizing on the opportunity presented by 
administrative contractor reform. Contractor reform may also provide an opportunity 
for Medicare to enhance its ability to measure performance, improve quality of care, 
and encourage coordination of care. 
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Mr. Pallone. Thank you, Mr. Hackbarth. I am just going to rec- 
ognize myself for 5 minutes initially. You mentioned a much larger 
investment in CMS to achieve the goals and you obviously talked 
about the role of CMS so that is my first question. It seems likely 
that the key to any change in physician payments is CMS’ ability 
to implement the change. And so my question really two fold, can 
CMS implement any of your recommendations without legislation, 
and, second, what kind of resources and time are they going to 
need? 

Mr. Hackbarth. If you could put up the second of the two slides. 
Let me just quickly go through this agenda and talk about where 
the various pieces stand. Beginning with pricing accuracy, what 
this refers to is trying to establish prices that reflect the cost of 
providing high quality efficient care. It is an issue not just with the 
physician payment system but with all of Medicare’s payment sys- 
tems for hospitals and post acute providers as well as physicians. 
MedPAC in recent years has made numerous recommendations 
about how those systems can be refined and made more accurate. 
There is a lot of work underway in CMS currently. No new legisla- 
tive authority is generally required. The issue is really the speed 
at which that refinement work occurs and that is often affected by 
available resources. 

Mr. Pallone. What do you think we need in terms of resources 
and then what would the time line be depending if they were avail- 
able? 

Mr. Hackbarth. Making a specific recommendation about how 
much of the resources should be increased is beyond where 
MedPAC has gone at this point, and frankly a little beyond our ex- 
pertise. Those are operational questions and require very detailed 
knowledge of CMS operations. What we are reflecting is that we 
talk to them about these issues and often they agree in principle 
with what we are recommending but the pace at which they can 
churn out the refinements is slower than it needs to be. 

Mr. Pallone. If you can’t be more specific then I think I am 
going to move on. OK. I also wanted to ask about the HMOs be- 
cause you mentioned how you can save a significant amount of 
money by looking at this differential in payment with the HMOs. 
In your update on the Medicare private plans you report that Medi- 
care HMOs are paid 112 percent of traditional Medicare on aver- 
age. In other words, for every beneficiary who chooses to enroll in 
a Medicare HMO the Medicare program pays 12 percent more than 
if they were to remain in traditional Medicare. So if you could just 
comment briefly on the commission’s recommendations related to 
Medicare private plan payments. I know you did. 

Mr. Hackbarth. Yes. 

Mr. Pallone. But do you believe that they pose a threat to the 
traditional Medicare program, and if you want to go into a little 
more detail about how we are going to save money in terms of that 
overall. I know you mentioned 160 versus 200. 

Mr. Hackbarth. MedPAC has often stated that we believe hav- 
ing private plans as an option for beneficiaries is a good thing. We 
believe that many private plans may be able to offer something of 
value to Medicare beneficiaries through their efficiency, through 
their ability to deal with providers in ways that Medicare itself 
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finds difficult to do. So having that option is very important. How- 
ever, we think that that option ought to be on a financially neutral 
basis so if private plans can achieve efficiency and as a result of 
that efficiency have savings to share with Medicare beneficiaries in 
the form of added benefits and the like that is a terrific thing and 
we are all in favor of it. 

Mr. Pallone. Are you concerned that if we don’t achieve that 
neutrality that they are going to be a threat to the traditional 
Medicare program? 

Mr. Hackbarth. Our concern is that if you pay more than Medi- 
care’s cost what you start to do is attract plans into Medicare that 
aren’t adding value, that aren’t more efficient than traditional 
Medicare and are only driving up the cost of the program. And we 
have particular concern about the private fee for service plans, 
which are in fact the most expensive of the plan types offered 
under Medicare Advantage. They offer relatively little value but 
they become very attractive to Medicare beneficiaries for obvious 
reasons, more benefits, no restrictions of any type on free choice, 
and so there is very rapid growth under the private fee for service 
plans, and they are much more expensive so that has put us on a 
path that could be dangerous for the program. 

Mr. Pallone. Thank you. Thank you very much. Mr. Deal. 

Mr. Deal. Thank you. Mr. Hackbarth, in your testimony and in 
your report, you outline two basic paths. I want to talk to you 
about the second path. In your testimony just a few minutes ago 
you said that if we retain the overall spending targets that one of 
the ways we could make it more effective is to apply it across all 
providers. Let me ask you just a very simple question to begin with 
and then I am going to ask you to explain it. Now by that, I would 
assume you are talking about including hospitals within the overall 
provider group. 

Mr. Hackbarth. Yes. 

Mr. Deal. Now obviously we have part A and part B of Medicare 
funded differently. Would you explain to me how if we were to 
adopt that approach how do we reconcile the different part A and 
part B components, and is that a problem or is it not a problem? 
Would you explain how you would envision that incorporation? 

Mr. Hackbarth. Well, the basic idea is to say this is our target 
for total expenditures for Medicare beneficiaries, and then to the 
extent that we miss that target it would affect the updates pro- 
vided not just to physicians but to hospitals and all the providers. 
As to how that would interact with the different financing of the 
various trust funds, we have not looked at that in detail but rather 
focused on the basic idea of constraining updates across the board 
and not just for physicians. And one of the reasons we think, some 
commissioners, think that that would be a better thing to do is that 
we don’t have just a physician cost problem. We have a total cost 
problem. 

And as some of the members of the committee have pointed out, 
if you focus just on physician cost and constrain only that when in 
fact there is potential substitution of services, growth in physician 
services to avoid hospital costs, a system that focuses only on phy- 
sicians is really unfair. 
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Mr. Deal. That is part of the complaint the physician community 
has had for a long time is that actions that they have taken to re- 
strain overall costs have inured to the benefit of hospitals and their 
reimbursement formula but has penalized the physician commu- 
nity. 

Mr. Hackbarth. We want growth some places. Some types of 
services we want more in order to reduce other places, hopefully 
more expensive services. And so a total expenditure target in that 
sense would be fairer and more effective. 

Mr. Deal. You mentioned the regional discrepancies of costs and 
quality of care. Could you rather quickly sort of outline some exam- 
ples of that? 

Mr. Hackbarth. I would be happy to do so. We have got the ex- 
pert on that on the next panel, Dr. Fisher, and he could do it far 
better than I. But briefly what we see is at the State level more 
than two fold variation in Medicare expenditures per beneficiary 
after adjusting for differences in the populations, differences in the 
risk characteristics and the like. If you go to smaller geographic 
areas and States then the variation is even higher than two fold 
variation. We also have found that higher expenditures per bene- 
ficiary does not necessarily mean a better quality. In fact, many of 
the lower cost States fare very well in terms of their quality meas- 
ures. 

So the idea behind regionalizing the expenditure target is to say 
if Congress decides we have got a Medicare cost problem it doesn’t 
make any sense to apply the pressure equally to all States. Some 
States are demonstrably contributing more to that problem than 
others so if we got a cost problem we ought to apply the pressure 
differentially, apply the greatest pressure to the areas of the coun- 
try that contribute most to the problem and less correspondingly to 
the lower cost areas, and in that sense it would be more equitable 
than the current SGR. 

Mr. Deal. In my closing seconds, I want to thank you for in your 
report addressing the specific issues that the DRA asked you to do. 
I think you have done a pretty good job of addressing those, and 
there are some areas such as the outliers that I think we have to 
explore in much greater detail, but thank you for being here. 

Mr. Pallone. Thank you. The gentlewoman from California, Ms. 
Eshoo. 

Ms. Eshoo. Thank you, Mr. Chairman. Thank you. Dr. 
Hackbarth. I have a lot of questions. Let me see how I can summa- 
rize them. The Deficit Reduction Act required MedPAC to look at 
alternatives and targets and other ways of reconfiguring the exist- 
ing SGR and improving on the performance. And I appreciate the 
work that has gone into your report but I don’t find that you have 
provided Congress with any recommendation to remedy the situa- 
tion. Now maybe I missed it somewhere but I don’t see any clear 
recommendation. Do you agree with that description? 

Mr. Hackbarth. No. 

Ms. Eshoo. All right. Well, in 2001 MedPAC concluded that the 
SGR should be eliminated, physicians should be subject to the in- 
flation-based update system that the commission uses for other 
provider groups. Now has your position changed since then or is it 
the same? 
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Mr. Hackbarth. Our position has changed somewhat for two 
reasons. 

Ms. Eshoo. And tell us why you abandoned it. Would you tell us 
the new recommendations? 

Mr. Hackbarth. Our positions changed somewhat for two rea- 
sons. One is, as you know, the composition of the commission 
changes over time, and so we have a different set of commissioners 
than we had in 2001 with a somewhat different perspective. The 
second thing that has changed is, and I think this applies to all 
commissioners, a growing sense of urgency about Medicare’s cost 
problem and the health care system in general, its problem with 
costs. We are 5, 6 years further along on a path that the commis- 
sioners believe is ultimately unsustainable 

Ms. Eshoo. So just succinctly what is your new recommendation? 
I have to tell you that looking at this is — well, I think it is one of 
the skimpiest things I have ever seen. This is increasing value and 
efficiency in Medicare, pricing accuracy, coordination of care, ac- 
countability. The one that I love the most at the bottom is informa- 
tion. This is a commission that was put together by the Congress, 
instructed that it should be put together, and I know I am being 
a little hard but that is hardly any meat on the bones, I have to 
tell you. If this is what MedPAC is coming up with, I think you 
got to go back to the drawing boards. I mean this is really sopho- 
moric what is up on the board. 

Mr. Hackbarth. We literally have hundreds of pages explaining 
those proposals in detail, and I would be happy to spend as much 
time as you would like 

Ms. Eshoo. But when you are here, you need to summarize it 
but I think that you need to summarize and have some meat on 
the bones. I really have had trouble understanding what you have 
recommended to us in these key areas. 

Mr. Hackbarth. Well, the point that I hope the committee will 
understand is that we don’t think that there is a single solution to 
this problem, that in fact there is unanimous agreement within the 
commission that a long series of changes need to be made to en- 
courage efficiency in the Medicare program and follow 

Ms. Eshoo. Now did MedPAC take a look at the geographic pay- 
ment locality issue? 

Mr. Hackbarth. Not in this particular report, no, but we have 
previously. 

Ms. Eshoo. And when did you last take a look at that? 

Mr. Hackbarth. I think it was 2 years ago. 

Ms. Eshoo. Well, that was developed more than 40 years ago, 
and many areas in the country have changed and changed dramati- 
cally, and it seems to me that a commission that looks at or is re- 
sponsible for reviewing how Medicare is delivered and to whom and 
by whom, I think this really cries out for review but maybe you 
have so much work to do that you can’t take a look at it. Do you 
have a work plan that says that you are going to review this and 
make a recommendation to the Congress? 

Mr. Hackbarth. As I said, we looked at the issue 2 years ago 
and, no, we don’t have any immediate plan to take 

Ms. Eshoo. Does MedPAC think that Congress has done some- 
thing it and that is why you are not reviewing it? 
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Mr. Hackbarth. No. What we have said is that we think that 
there needs to be a system of geographic adjustment, that there are 
some problems, isolated problems, with the existing system, that 
the lines can be redrawn, should be redrawn in some States, in- 
cluding California, that those changes ought to be done on a budget 
neutral basis within the State, and that CMS ought to respect the 
fact that at least some States have elected to have a single area 
for the whole State. We don’t run the Medicare program. 

Ms. Eshoo. I didn’t suggest that you did, but you have the clear 
responsibility in terms of making I think clear and concise rec- 
ommendations to Congress. I am having a hard time drawing 
them. I think my time is up. Thank you, Mr. Chairman. 

Mr. Pallone. Thank you. Dr. Burgess. 

Mr. Burgess. Thanks, Mr. Chairman. One of the issues that I 
think we have to most seriously address is the issue of quality re- 
porting and I have always felt very strongly that there actually 
ought to be a platform of several quality reporting mechanisms 
available to doctors and that they not be punitive, that they be ad- 
ditive. And yet when we heard some of the other opening state- 
ments people talked about how grateful they were we were able to 
add an update in the bill that we passed right before the end of 
last year. But I have some data from Scott and White Hospital, 
from Dr. Rohack, who is the cardiologist there on the clinical fac- 
ulty, on the medical school faculty, also I think a board member 
from the AMA, and they did a calculation for the last 6 months of 
2006, their clinic part B allowables. Running that calculation it ac- 
tually cost them $298 per physician to do the paperwork in order 
to capture the monies that are going to be made available to them, 
I believe at the end of this year if CMS does indeed come up with 
those recommendations in June, and they jump through all of the 
hoops that they are required to jump through. 

So that hardly seems like an additive benefit. In fact, most physi- 
cians will look at that and simply shrug their shoulders and throw 
that into the file. They are not going to participate in a quality 
measure that in fact doesn’t bring them additional revenue but 
ends up costing them revenue just to calculate what they are owed 
under the new formula. How do you see us getting around that 
type of problem because to me the critical aspect of quality report- 
ing is that it has to be an additional payment in addition to what 
is available, whether it be under MET or SGR, what is your feeling 
on that? 

Mr. Hackbarth. As you know, we favor the concept of not just 
quality reporting but also pay for performance, but we have also 
said that doing it for physicians presents some unique challenges 
for a couple of reasons. One is that there is a much higher degree 
of specialization among physicians than hospitals, for example. The 
infrastructure, the informational infrastructure, is less in small 
physician practices than it is in hospitals. And so there is some 
concern within the commission about just indiscriminately saying 
more quality reporting is better for physicians and the more meas- 
ures the better. 

Mr. Burgess. Yes, I would just point out that Scott and White 
Hospital does enjoy already a good reputation for quality. I think 
they are number ranked No. 14 in the Nation, and they are not a 
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small organization. They have 320 physicians in their central unit 
and another 180 physicians in their outlying areas. So a significant 
problem that we have created for them in our efforts to help them, 
and it just underscores how difficult and sometimes how awkward 
this process can he. With that in mind, what you described in your 
report with the AGO is a virtual care organization of some type. 
How do we insure that that does what it is intended to do and is 
not just simply a virtual organization to absorb dollars and not de- 
liver any benefit? 

Mr. Hackbarth. The basis for supporting the idea of accountable 
care organization is that patients can benefit from more organiza- 
tion, systematic organization. 

Mr. Burgess. We have already seen the application at least in 
Dr. Rohack’s case ended up being a detriment to their rather siz- 
able quality practice in central Texas. 

Mr. Hackbarth. But I am not familiar with what is happening 
at that clinic right now. Are they in the group practice demonstra- 
tion? 

Mr. Burgess. I am not sure whether they are in 

Mr. Hackbarth. I don’t know if they are or not. I don’t think 
that they are. 

Mr. Burgess. But the figures that were given by CMS is what 
they anticipate the bonus to be so it was back of the envelope cal- 
culation to be sure but I wanted to get an idea, did we help Dr. 
Rohack when we passed this bill at the end of the year, and it 
looks at least at first blush we didn’t help a bit. In fact, we cost 
them money if they put their actuaries to work on trying to collect 
the bonus to which they would be entitled by doing their quality 
reporting. Let me just point out to you additionally probably one 
of the worse days of my life as a practicing physician was when 
RVRBS came on the scene. Is there a better way to calculate the 
cost of differing services and differing practices and differing areas. 

Mr. Hackbarth. If I could, Mr. Burgess, I would just lik^e to go 
back to the previous question for a second. When we are talking 
about accountable care organizations what we are talking about is 
a model whereby you would look at the total cost for beneficiaries 
within, for example, this clinic, and then share with the clinic the 
savings to the extent that they are able to hold costs below the tar- 
get levels, so it is very different than the quality pay for perform- 
ance model that was in the Tax Act. This is the model that is being 
tested now in the group practice demo. That is what we are refer- 
ring to as accountable care organizations, and there the benefit 
might be much larger. 

Mr. Burgess. When will you be able to make this data available 
to us? 

Mr. Hackbarth. Well, the group practice demo is underway as 
we speak at 13 different locations across the country. 

Mr. Burgess. So when will we have the data available? 

Mr. Hackbarth. It is a 3-year demo, and we are like at the sec- 
ond year now. 

Mr. Burgess. Obviously that is a long time in this trajectory 
where we are catching up every year and trying to do something 
to prevent the total collapse. 
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Mr. Pallone. We got to move on. You were over a minute. 
Thanks. I recognize Ms. DeGette. 

Ms. DeGette. Thank you, Mr. Chairman. Mr. Hackbarth, we are 
all kind of concerned over here about the MedPAC recommenda- 
tions because Congress has been looking for a long time at how we 
can find a long-term fix for the physician reimbursement problem, 
and in reading your written testimony and listening today it is vir- 
tually impossible for us sitting up here to figure out what your rec- 
ommendations are, and in fact in your written testimony you say 
that Congress must decide between two paths. One path repeals 
the SGR and doesn’t replace it with the new expenditure target. 
Congress accelerates development and adoption of approaches for 
improving incentives. Alternatively, the Congress could replace the 
SGR with a new expenditure target system. And it seems to me. 
No. one, these two alternatives are both a little bit nebulous. The 
second, it is two alternatives that we thought we created you to 
make a recommendation, so my question to you following up on 
what Ms. Eshoo said is if you were us and you had to pick one of 
the two alternatives, what would you do? 

Mr. Hackbarth. The commission is split on it. You can ask peo- 
ple who have expertise on these issues what they think. What they 
think is there is a disagreement. The commission is split down the 
middle on whether expenditure targets are useful in Medicare. 

Ms. DeGette. So if the commission, who are the experts, are 
split on what to do how do you think Congress should go about try- 
ing to figure out a solution, a long-term solution? 

Mr. Hackbarth. Again, you can ask people what they think and 
you can’t generate agreement where it doesn’t exist. There is agree- 
ment on a very broad agenda and a very detailed agenda that falls 
under these broad headings. 

Ms. DeGette. Right. As Ms. Eshoo points out to me just now, 
we can get information. I don’t mean to belittle your efforts but 
what we are struggling to try to do is come up with solutions which 
we have been doing for some years and why we created you guys. 

Mr. Hackbarth. I would be happy to come and meet with you 
individually to talk about the specifics under these items and what 
it means by information in that bullet. 

Ms. DeGette. I respect you, and I know that there are many 
pages of information that support those four points, but the bottom 
line is there are still two recommendations, neither of which are 
flushed out in detail, somehow leaving it up to us to try to pick and 
choose, and for us as Mr. Green said, it just kicks the can down 
the road a little bit more. 

Mr. Hackbarth. Well, let us talk about the two paths and the 
difference in thinking between them. As I said in my initial com- 
ments the people who believe that expenditure targets should be 
preserved in some form believe they feel a great sense of urgency 
about the cost growth in the Medicare program and they believe 
that it is appropriate to take some risk, frankly, to maintain ex- 
penditure targets in order to establish fiscal discipline in the pro- 
gram. Ultimately, the Congress is the judge of how urgent that 
problem is and how concerned you are about the drain on resources 
for other important programs. 
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Ms. DeGette. So would you say then that that is the approach 
that Congress should take only if we think that the fiscal pressures 
are great but that the other approach would be preferable? 

Mr. Hackbarth. The other approach focuses on trying to change 
payment systems at a very detailed level to improve the fairness 
of those systems and to encourage greater efficiency in the delivery 
of care. It is a complicated agenda. It is not an easy agenda. But 
in the long run if you want to improve fairness and efficiency these 
are the things that you need to do and there are literally dozens 
of steps under this agenda and all the commissioners agree on that. 

Ms. DeGette. This agenda could also be cost effective if imple- 
mented correctly. 

Mr. Hackbarth. Absolutely. And the commission is unanimous 
on that. There is no disagreement about that. 

Ms. DeGette. Mr. Chairman, with all due respect, I think that 
we should either disband this commission and get a new one that 
will give us clear recommendations or we should send the existing 
commission back to come up with a clear choice for us so that we 
can actually use this information. And I do appreciate Mr. 
Hackbarth coming today to talk to us but I think that the work 
product is unfinished and that we need much more information. 
Thank you for your indulgence, Mr. Chairman. 

Mr. Pallone. Thank you, Ms. DeGette. I would just point out 
again though that a lot has to do with what you were tasked to 
accomplish. I mean obviously we can ask you to do certain things 
and we can be more specific too in what we task you to do. And 
I think part of the concern is what exactly you were tasked to do. 
I am not going to get into that now but that is always the question 
is how specific we get in what we ask you to do. I would like to 
now move to recognize Mr. Murphy from Pennsylvania. 

Mr. Murphy. Thank you, Mr. Chairman. I thought I was further 
down the list. I just want to focus on some of the questions about 
waste and get some sense from you and some more details of how 
much do you think is currently within the Medicare system, the 
payment system, in terms of the waste that is taking place. Do you 
have some concrete assessments of that? 

Mr. Hackbarth. No. That is a very difficult question to answer 
including what you mean by waste. 

Mr. Murphy. Some of that would be just the efficiency of the sys- 
tem, health care system. 

Mr. Hackbarth. The problem in U.S. health care is not nec- 
essarily lots and lots of zero benefit care being provided but rather 
care being provided that adds only a little bit to better outcomes 
for patients at a very high cost. So there is some pure waste, no 
benefit care. In fact, there is some care provided that is actually 
harmful to patients but the big problem in U.S. health care is a 
lack of efficiency, care provided of only marginal benefit at great 
expense. 

Mr. Murphy. Well, one of the points that you may have heard 
me making in my opening statement had to do with the infection 
rate in hospitals in America. I know to their credit many hospitals 
are working diligently on this and many have provided significant 
or seen significant decreases in, for example, post-operative infec- 
tion rates through many things including giving antibiotics at the 
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right time before and after surgery but in some of them the low 
tech high turnout of outcome so even washing their hands, steriliz- 
ing or cleaning up before and after procedures, et cetera, and yet 
Medicare still pays for infections people get in hospitals. As I men- 
tioned, I introduced a bill that would require hospitals to publicly 
state their infection rates. 

And what I would also like to see us do is actually take some of 
the cost savings from that and use it as grants to hospitals that 
are able to lower the infection rates to zero. Are these things that 
you think are doable, that we can really use the clout of Medicare’s 
payment system to say this is something we ought to really be 
looking at and not continue to pay for that? 

Mr. Hackbarth. Yes. We do think that substantial progress can 
be made both through public reporting and pay for performance, 
and there is just no reason why we should have the level of infec- 
tion rates that we have. We agree with that and there are steps 
that can be taken. 

Mr. Murphy. Let me ask another area, and that is with prevent- 
ative care. Do you believe that Medicare should be reimbursing 
doctors for some preventative care services? And another area is 
patient care management. Let me explain a little bit about that. 
You probably are aware of this but I know that a couple studies 
done in Pittsburgh hospitals, one was following diabetics, and we 
recognize about 80 percent or so of health care costs of those were 
chronically ill. And a substantial portion of those are folks who we 
used to call it hospital non-compliant patients, we realize better 
now that a lot of that was from chronically ill patients who have 
very complicated cases. It is nearly impossible for them to monitor 
and do all the right things from their diet, their medication, their 
insulin, their exercise, their mental health, all those things that 
are so very, very important. 

One hospital found that just by monitoring the care of these pa- 
tients and calling them on a weekly basis to ask them a few simple 
questions actually with diabetic patients reduced re-hospitalization 
rates by 75 percent. Another hospital reduced hospitalizations of 
those with heart disease by 50 percent. These are massive savings. 
And yet my understanding is the Medicare system for diabetics will 
reimburse or pay the hospitals for providing hospital care or ampu- 
tations, et cetera, but do not pay for a nurse to make a 5-minute 
call or for a doctor to set up an e-mail system. What kind of 
changes do you think realistically we can make there? 

Mr. Hackbarth. So what you are doing, Mr. Murphy, is actually 
going through the items on this list, and what you are talking 
about falls under the heading of coordination of care. And Medicare 
does not properly pay for coordination of care by primary care phy- 
sicians, and MedPAC has recommended a number of ways that 
that might be altered. In addition to that, CMS is now testing dif- 
ferent models for encouraging coordination of care. There is the 
health support pilot project that is looking at patients with chronic 
illness including diabetes, and we think potentially that is a very 
helpful model. 

In addition to that, there is a medical home demonstration that 
is now in the process of being established which basically increases 
payments for physicians for that ongoing relationship, counseling. 
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education of patients, following up on their care, following up on 
specialist visits and the like. We think there is huge opportunity 
there. 

Mr. Murphy. I appreciate it. Mr. Chairman, I hope this is an 
area we can look further at because the cost savings on this are 
pretty massive so I thank you for dealing with this issue. Thank 
you, sir. 

Mr. Pallone. I understand. Thanks. Mrs. Capps. 

Mrs. Capps. Thank you. Dr. Hackharth. And I have two different 
topics I would like to get into so keep in mind that this question 
I am about to address having to do with the geographic price cost 
index is but the first half. I am deeply concerned as you might 
know about the current GPCI, if we can call it that, formula cur- 
rently in place. And I think it is interesting that you in your rec- 
ommendations have highlighted the need to revisit. You have a 
proposal to establish expenditure targets based on geographic re- 
gions but I am wondering how you can do this. You said the last 
time the commission discussed GPCI was 2 years ago, but doesn’t 
this proposal to deal with geographic regions highlight the need to 
revisit how we reimburse physicians based on their location be- 
cause of the inequities in the current system and those inequities 
have become a huge barrier to access, and so many of counties 
across the country in my district. 

So I am asking you about how we update the current classifica- 
tion of geographic localities even as we devise a new system for 
Medicare physician reimbursements. I am worried that if we adopt- 
ed the model of establishing expenditure targets without first revis- 
iting GPCI classifications we would only be further compounding 
the existing problem. After all as I mentioned in my opening state- 
ment the bottom line is insuring access for all beneficiaries. The 
failure to account for these fatal flaws in the current price cost 
index is going to further exacerbate any kind of proposal you are 
going to make, and I am just asking you now have you taken into 
account these current inequities as you have formulated sugges- 
tions for updating the overall payment system? 

Mr. Hackbarth. As I said in my response earlier on the specific 
issues of GPCIs in California, we have said that we think there are 
some problems, and we do think that there are ways to correct 
them but that it ought to be done on a budget neutral basis within 
California. 

Mrs. Capps. Well, it is actually among 135 or so counties across 
the country, this inequity exists, so it is not just our region al- 
though I am certainly going to acknowledge that. 

Mr. Hackbarth. I wouldn’t say that it exists only in California. 
I am not sure I would agree with 135 either. I don’t know how that 
is calculated. 

Mrs. Capps. We can give you that information and maybe you 
can correct it if it is wrong. 

Mr. Hackbarth. Yes, but it is on a national basis a relatively 
isolated problem that we think can be corrected. 

Mrs. Capps. OK. I am just suggesting before I move on that in 
order to carry out the recommendations you are making now that 
we can’t do it on the back of a very flawed system. We have to do 
more than one thing at the same time if we are going to make any 
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progress. Maybe we need to revisit the actual mandate that you 
were given to deal with on this whole fix. But let me talk about 
another topic because it also is very relevant to the Deficit Reduc- 
tion Act, and that has to do with imaging procedures. We have dis- 
cussed this many times last year but I am still concerned about 
how these cuts have been proposed. 

MedPAC continues to cite the volume of imaging services as 
growing at a faster rate than all fee schedule services. But I don’t 
believe you are taking into account the fact that over the last few 
years many imaging services have moved from hospitals to physi- 
cian offices as a cost saving to health care both to the patients and 
to the providers of health care. It is less expensive if you do this 
in an outpatient or an office-based setting. That should be a good 
thing also for the sake of preventive health services. Preventive 
health care is by far the least expensive way to provide health care 
with the best outcomes. I would hope you would agree with that. 

So I am wondering if you have done any further analysis of the 
growth and imaging services since our hearing in July, 2006 to 
take into account the shifts in the site of service. I think it is safe 
to argue that early diagnosis of disease can be identified by imag- 
ing procedures. Early diagnosis produces much more savings in the 
long run but if we continue on the current path of this disparate 
discrepancy in reimbursement for office-based services we are going 
to see physicians stopping to do this and it is going to end up in- 
creasing the cost again. 

Mr. Hackbarth. As we discussed last time, imaging is 

Mrs. Capps. Well, let me ask you, have you discussed this further 
since that time? 

Mr. Hackbarth. MedPAC has not taken up imaging since our 
last conversation on this. Let me just review some points because 
I think we agree on some of this. Imaging is tricky because there 
are important technological advances. We can do great things for 
patients. 

Mrs. Capps. Yes. 

Mr. Hackbarth. And we are all in favor of that. In some cases 
potentially growth in imaging can avoid the need for other more 
costly services. 

Mrs. Capps. We all agree with that. 

Mr. Hackbarth. In some cases moving things from a hospital 
base to a physician base can be a good thing, and so I think we 
agree on that. We don’t think that from hospital base to a physi- 
cian base explains all of the growth in imaging. We have looked at 
that, and we think it is just a substitution effect. 

Mrs. Capps. I have to finish by saying that you are throwing the 
baby out with the bath water by hesitating to allow physicians to 
or giving them some guidelines showing the ways that they can do 
this that will be cost savings. And I would strongly urge that this 
needs to be dealt with in the earliest possible time frame 

Mr. Pallone. We need to move on. 

Mrs. Capps. Thank you. 

Mr. Pallone. OK. Next we have Mr. Pitts of Pennsylvania is rec- 
ognized for 8 minutes. 

Mr. Pitts. Thank you, Mr. Chairman. A couple of questions for 
you, Mr. Hackbarth, to continue this line of questioning on the im- 
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aging. I think that we can all support the need within Medicare to 
reward providers for an efficient use of resources. In this report, 
MedPAC continues to cite the growth in imaging as being a prob- 
lem, yet ultrasound-guided breast biopsies save Medicare $1,000 
per patient, and decrease the risk of infection, speed the time to 
diagnosis, and have better cosmetic results. However, ultrasound 
guided breast biopsies mean that two ultrasound are performed 
that would not be performed if the surgeon performed an open sur- 
gical biopsy. 

My first question, would MedPAC not consider this an efficient 
use of services, ultrasound services, where comparative effective- 
ness information has played a role in increasing ultrasound serv- 
ices related to breast biopsies while providing a better outcome for 
all parties? Second, is it clear from MedPAC’s examination of the 
SGR by type of service included, that is, imaging lab services, et 
cetera, that the growth within the physician’s fee schedule is not 
appropriate? I would assume that with Medicare beneficiaries liv- 
ing longer, increased incidents of disease change and clinical prac- 
tice guidelines, shift in site of service and the screening benefits 
that Congress has enacted over the last several years that the 
growth found by MedPAC could be a result of the health care sys- 
tem being more efficient with the care going to the site of service 
with the lowest overhead and greatest beneficiary access. 

Mr. Hackbarth. We think that some of the growth is imaging 
is appropriate and to the benefit of patients and may even reduce 
other Medicare costs. We don’t believe that applies to all of the 
growth in imaging. We think that part of the growth in imaging 
may in fact be driven by distortions in the Medicare payment sys- 
tem where we overpay for some types of services. Providers know 
that we over pay. They know they are profitable and so they in- 
crease the volume of those services. So it is a mixture, and I know 
that is frustrating to the committee but rarely these things have 
black and white answers. MedPAC has never recommended that 
we try to cut imaging across the board. 

The thrust of our recommendations has been for much more tar- 
geted, sophisticated approach than that because we recognize that 
there are benefits from some imaging. 

Mr. Pitts. And perhaps demographics of the Medicare popu- 
lation, the migration from invasive to non-invasive diagnostic tool. 

Mr. Hackbarth. Those are part of the reason for the rapid 
growth but we don’t think that they explain all of it. 

Mr. Pitts. Well, MedPAC continues in this report to cite the vol- 
ume of imaging services as growing at a faster rate than all fee 
schedule services over the last few years. Many imaging services 
have moved from hospitals to physician’s offices. Has MedPAC 
done any further analysis of the growth and imaging services to 
take into account the shifts in site of service since our hearing in 
July 2006 and was MedPAC able to look at both the hospital out- 
patient fee schedule data and the physician fee schedule data com- 
bined over time to account for this site in service shift or are we 
again without real data regarding what is the true new growth in 
each of these types of services? 

Mr. Hackbarth. We have not looked as a commission at the 
issue since the last hearing but at that hearing the numbers that 
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we talked about, we did look at the substitution issue and whether 
the growth in fee schedule expenditure and imaging was solely due 
to substitution, and we did not find that to be the case. We don’t 
think that substitution of physician services for hospital services 
explains all the growth and imaging. There are a lot of different 
factors that go into it. 

Mr. Pitts. Your analysis only used Medicare physician fee sched- 
ule database, is that correct, therefore, the MedPAC has not ad- 
justed the growth rate to count for that shift in the site of service? 

Mr. Hackbarth. We have tried to look at whether movement 
from hospital-based imaging to physician-based imaging explains 
the growth and we don’t think it explains all the growth, no. 

Mr. Pitts. And what about my first question, the efficient use of 
services? 

Mr. Hackbarth. Well, as I said earlier there are new types of 
imaging that can be more efficient. They can improve patient out- 
comes and reduce the need for other services that are higher cost. 
And that is good. We want to preserve that. We don’t believe that 
is all that is happening in the growth imaging. We think some of 
the growth is for care of marginal benefit to patients at a high cost. 
We think some of the growth is due to inaccurate pricing and un- 
usual profit opportunities. You go to physician conferences and you 
can see the imaging manufacturers selling their wares, talking 
about what a great profit opportunity this is, so that is a factor in 
this complicated picture as well. 

Mr. Pitts. Thank you, Mr. Chairman. 

Mr. Pallone. Thank you. I recognize Ms. Hooley of Oregon. 

Ms. Hooley. Thank you, Mr. Chairman. I have three questions. 
I am going to ask you all three of them, and then we will have a 
chance to discuss them. MedPAC concluded in its report to Con- 
gress that Medicare beneficiaries do not suffer from a lack of access 
to physicians. However, that is not what Medicare beneficiaries tell 
me in Oregon. That is not what they say. It is not what the doctors 
say. And I used to jokingly say to my friends that are about ready 
to retire if your doctor is older you better find a younger doctor, 
otherwise, you are not going to be able to get a doctor if you are 
retired and are on Medicare. 

I used to say it jokingly. I now am dead serious when I say that. 
You are from Oregon. I want to know if you have heard the same 
problems in Oregon or what is happening in Oregon that may be 
unusual in terms of the rest of the country. The second question 
is Oregon provided health care at a very reasonable cost. We were 
very efficient. We had a high penetration of managed care. And be- 
cause of that we had been penalized over and over again for low 
reimbursement rates. And in rural areas where you have a high 
percentage of Medicare beneficiaries than in other parts of the 
country you combine that with a high number of beneficiaries and 
a low reimbursement rate, and frankly you can’t find doctors to 
serve in the rural areas because they simply can’t make a living 
doing it, and the question is has that been taken into account. 

And then the third question is MedPAC noted in its report that 
adjusting payments based on physicians participating in a group 
practice would be difficult to implement in rural communities be- 
cause few if any rural providers can join multi-specialty practices. 
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I was very pleased to see that you recognized that. However, that 
is the only thing in your report that you really pay attention to the 
impact of MedPAC on rural providers. And my question is why 
doesn’t MedPAC’s report give more attention to highlighting the 
differences and how various proposals would impact rural commu- 
nities versus other communities? 

Mr. Hackbarth. OK. 

Ms. Hooley. Are we different in Oregon? 

Mr. Hackbarth. I don’t know about different in Oregon in gen- 
eral hut there are places within Oregon where there might he un- 
usual access issues. Let me just start with the big picture. When 
we ask both beneficiaries and physicians about access to care in the 
case of physicians willingness to accept new patients, in the case 
of beneficiaries their satisfaction with access on a national basis 
things look pretty good on both beneficiaries and physician front. 
Access compares pretty well to what exists for privately insured, 
non-Medicare patients. 

Ms. Hooley. They may be fine nationwide but I am telling you 
it is a problem. 

Mr. Hackbarth. Now having said that, obviously the picture can 
differ in particular communities. Take mine of Bend. 

I think that there are somewhat greater access issues for Medi- 
care beneficiaries in Bend than in most other parts of the country. 
Are those the result of Medicare payment rates and Medicare pay- 
ment rates alone? I don’t think so. One of the issues that fast-grow- 
ing communities face is that there can be an imbalance between 
the number of patients and the supply of physicians. I think that 
is true in Bend. We have had very rapid growth in a retiree popu- 
lation and that has grown faster than the supply of physicians. 
That is not just a matter of Medicare payment rates. There are 
broader issues involved there. 

Ms. Hooley. But Salem, an area, capital city, there are literally 
no doctors taking Medicare patients. 

Mr. Hackbarth. I don’t know what the data are in Salem in par- 
ticular but we do know on a national basis the access continues to 
be pretty good. It wouldn’t necessarily stay that way as Chairman 
Pallone mentioned in his statement if we had successive years of 
cuts in rates. We do believe that would affect access but we are not 
seeing that in the national picture right now. As for the second 
question about low cost states being penalized to some extent, let 
us put it this way, they are not rewarded under Medicare for their 
efficiency and systems like SGR that cut across the board, hurt the 
low cost states maybe more than others. That is why some commis- 
sioners think that we ought to go to a geographically-based system 
of targets that applies the greatest pressure in the high cost states, 
not the low cost states like Oregon. 

Ms. Hooley. I am talking about Oregon in general, not just my 
district, you have places in rural communities because of the high 
number of beneficiaries there, and the low reimbursement doctor’s 
offices are closing. There is one doctor’s office in the area. I mean 
they just simply can’t afford to take another Medicare patient, and 
it is interesting because if you look at the rest of Oregon it is amaz- 
ing, and that is why I tell my friends you better get a young doctor 
is if they have other insurance they seem to be able to get accepted 
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into that doctor’s practice but if they have Medicare they don’t get 
accepted into the doctor’s practice. 

Mr. Pallone. I am going to have to stop you guys. I know you 
only got into the second of the three questions but I will just ask 
you to respond to complete the second and get to the third in the 
record because we are just over, that is all. 

Mr. Hackbarth. On this issue of access in rural areas, I think 
it is a critical question. 

Mr. Pallone. OK. Just if you could summarize because we al- 
ready went over almost 2 minutes. 

Mr. Hackbarth. What doctors tell us is that almost 60 percent 
of rural physicians say they accept all new Medicare patients. That 
is what physicians tell us. 

Mr. Pallone. And, Mr. Hackbarth, if you could just finish the 
rest of it in a written response, I would appreciate it. Thank you. 

Ms. Hooley. Thank you. 

Mr. Pallone. Next we have our ranking member, Mr. Barton, of 
Texas. 

Mr. Barton. Thank you, Mr. Chairman. We are going to disagree 
a number of times this year on solutions but I think we have bipar- 
tisan agreement that this particular issue is a huge problem trying 
to find a way to adequately reimburse our physicians while at the 
same time not bankrupting the Medicare trust fund and the part 
B premium payers. The recipients, our Medicare beneficiaries, is an 
ongoing problem. I wrestled with it. Mr. Tauzin wrestled with it. 
Now you and Mr. Dingell are wrestling with it. So some time this 
year when we get to the solution stage, we are certainly going to 
be vigorous probably in debating solutions but we don’t disagree 
that this is a problem. 

Did your group prepare the table that lists all the costs of the 
proposed solutions or is that something that CBO has done? It has 
15 different alternatives from a freeze payment rate in 2008 and 
hold future updates at current law levels. That cost $4.2 billion. 
And then No. 15 is an automatic MET update that replaces the 
SGR and holds the premium payers harmless, and that is $330 bil- 
lion. Is that your table? 

Mr. Hackbarth. That is CBO’s. It is not ours. My guess is it is 
a CBO table. 

Mr. Barton. OK. Have you seen that table? 

Mr. Hackbarth. The $330 billion figure is not the one that I 
have seen. The one I have seen is I think $260 billion, $270 billion 
for repeal and replaced with MEL 

Mr. Barton. Do you have a cost estimate for whatever MedPAC 
has said is the solution? 

Mr. Hackbarth. We don’t do cost estimates, Mr. Barton. That 
is 

Mr. Barton. That is convenient. 

Mr. Hackbarth. Well, that is CBO’s institutional responsibility. 
We are both congressional support agencies and that is their re- 
sponsibility, not ours. 

Mr. Barton. Well, what is your policy recommendation or rec- 
ommendations then? 

Mr. Hackbarth. Well, what we have recommended is not just in 
this report but in previous reports a long series of recommenda- 
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tions to improve pricing accuracy and to encourage efficiency in 
Medicare, and I would be happy to go through it but I have a feel- 
ing that I am not going to have a chance to. 

Mr. Barton. So you don’t have a recommendation on this chart 
that CBO has put out about a specific recommendation like the 1 
percent update in 2008 and 2009 or an MET update in 2008? 

Mr. Hackbarth. On this specific issue, Mr. Barton, of what the 
annual increase should be for physicians what we recommend is 
that that not be set in legislation but that the Congress look at it 
year by year to determine what the appropriate increase is so 

Mr. Barton. Do you advocate abolishing the SGR? 

Mr. Hackbarth. That is the issue on which the commission is 
divided, Mr. Barton. 

Mr. Barton. So there are some that say it should be and some 
that say it shouldn’t be? 

Mr. Hackbarth. Yes. Roughly half the commission would like to 
see a system of expenditure targets retained although not applied 
only to physicians but rather to all providers. 

Mr. Barton. Now what we did last year was put some quality 
measures and put some bonus payments and we just did a very — 
not a permanent change but created a small incentive program for 
the next year or so. Does MedPAC support that? 

Mr. Hackbarth. We support the general idea of quality report- 
ing and of rewarding that. 

Mr. Barton. But on the issue of the cost your group doesn’t try 
to cost any of these alternatives out? 

Mr. Hackbarth. No. CBO does the cost estimate. 

Mr. Barton. Mr. Chairman, I am going to yield back and look 
forward to working with you and Mr. Deal and Mr. Dingell to try 
to find a way out of this mess. 

Mr. Pallone. I appreciate that. Thank you. 

Mr. Green of Texas. 

Mr. Green. Thank you, Mr. Chairman, and following our former 
chairman of the committee, I know last year he told me many 
times he wanted to have a permanent fix to it, and we are in the 
same situation, and even in the odd numbered years like I said 
earlier as well as in the even numbered years. Mr. Hackbarth, we 
often hear from physicians who describe their payment situation 
under Medicare when they are comparing it to hospitals, specifi- 
cally we hear that hospitals get annual updates with no global tar- 
get or automatic cuts if the volume grows too much. Can you speak 
to the differences in the payment systems for the physicians and 
the hospitals? 

Mr. Hackbarth. Well, again this is the issue that I referred to 
earlier. There are some commissioners who believe that treating 
hospitals and physicians differently in this regard is inequitable, 
and Medicare has a total cost problem, not just a physician cost 
problem. And so if there is an expenditure targeted it ought to be 
applied equally to hospitals and physicians. 

Mr. Green. OK. Physicians get paid for each service they provide 
while hospitals get paid on the episode or group of services, and 
could Medicare group those services together and pay physicians 
for a whole episode rather than a service by service fee, and in your 
opinion would this payment practice encourage care coordination? 
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Mr. Hackbarth. We have recommended that Medicare begin 
looking at physician resource use on an episode basis so how much 
does it cost to care for a patient with say diabetes as opposed to 
just looking at office visits and imaging, everything separate. Our 
recommendation is that in the first instance we provide that infor- 
mation to physicians on how their patterns and practice compare 
to their peers and do it on a confidential basis. As we develop the 
tools and experience with them then the analysis might be used 
with payment rates and higher updates, for example, for physicians 
that are consistently efficient in their episodes, so that is a direc- 
tion that we think we ought to go. 

Mr. Green. Thank you. Mr. Chairman, I would hope that we can 
look at, for example, whether diabetes patients or something else 
instead of one treating each visit, it is actually the episode of visits 
similar with the hospitals. Since my co-sponsor on the bill on imag- 
ing, Congressman Pitts, asked a question about — highlighted 
MedPAC’s comments about the importance of imaging in primary 
care and care coordination, and Ms. Capps mentioned how now- 
adays there is lots of imaging being done in doctor’s offices com- 
pared to hospitals, let me ask you a different question. Two-thirds 
of Medicare spending goes for individuals with more chronic condi- 
tions, and I agree with your recommendation that we should en- 
courage care coordination and more emphasis on primary care. 

However, the Medicare system is designed both in delivery and 
financing health care to address acute condition specific problems. 
Can you discuss how this element of the Medicare system serves 
as a barrier to effective primary care and care coordination, and 
would it take a fundamental change in the system either through 
CMS or through statute to insure that proper delivery of primary 
care and the care coordination, again this fits in with the first 
question, but do we need the structural change to do that? 

Mr. Hackbarth. Yes. There is going to need to be a structural 
change in all likelihood. A big part of it is going to require legisla- 
tion to do. There are some things that can be done without legisla- 
tion but, for example, the medical home idea where we pay a pri- 
mary care physician to work with a patient over time, particularly 
a patient with chronic illness, that requires a new payment method 
that will have to be legislated. We are looking at different models 
for how best to do that and have demonstration projects underway 
that will hopefully give us guidance. 

Mr. Green. Does MedPAC have a time frame for that study and 
those models? 

Mr. Hackbarth. Well, the demos of course are being run by 
CMS, and each has its own schedule. The one that is most ad- 
vanced at this point is the Medicare health support pilot that was 
initiated I guess under MMA. Some of the other demonstrations 
are still in the developmental stage. 

Mr. Green. Thank you, Mr. Chairman. I yield back my time but 
again I would urge — hopefully our committee would look at that be- 
cause again I think it might end up hopefully saving money but it 
also makes sure that physicians know that patient is with him and 
the whole episode of their illnesses particularly the chronic, the 
numbers that we saw. Thank you, Mr. Chairman. 
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Mr. Pallone. Thank you. And you raise some very important 
questions that we have to look into, so thanks again. Mr. Shadegg 
of Arizona. 

Mr. Shadegg. Thank you, Mr. Chairman, and I appreciate your 
holding this hearing. It is yet one more in a series that I have par- 
ticipated in what continues to puzzle me. I must begin by saying, 
Mr. Hackbarth, that I sympathize with you. As I hear my col- 
leagues complain about not liking your product, it seems to me that 
the next thing we need to do, and I want to make sure this is un- 
derstood to be tongue in cheek, is create a commission to study 
your commission. I think you have been given an impossible task. 
In my tenure in Congress, I have watched Medicare funding. I have 
watched the SGR system fail year in and year out. I have watched 
the Congress do what I think I just heard you recommend which 
is look at each year and try to figure out the appropriate level of 
funding. 

What I think you are charged with doing is price fixing or setting 
prices appropriately for the entire health care industry and I quite 
frankly think that is an impossible task. I also think, and I have 
said it here before but I want to say it again, that it is a scandal 
that the United States Congress creates a program, promises 
health care to a category of people, then discovers that it doesn’t 
have enough money to pay the providers to deliver that health care 
and so it says, well, we won’t scale back the promised benefits, 
what we will do is, quite frankly, cheat or under pay the providers. 
I guess that gives me some sense of understanding why the provid- 
ers then naturally gain where some portions of the SGR have over- 
compensated some categories of work and others under com- 
pensate, and so providers are drawn to the areas where they over- 
compensate. 

Let me ask you first, as I understand your testimony what you 
have been able to come up with is two different alternatives, I 
gather in part because the commission is partially divided. One is 
to repeal the SGR, not replace it, but go to some form of alternative 
which I gather would be pay for performance, is that the so-called 
path one? 

Mr. Hackbarth. Pay for performance would be part of it but not 
the whole thing. Care coordination would be part of it as we just 
discussed with Mr. Green. Resource measurement episode based 
analysis would be part of it. There are many different pieces to it. 

Mr. Shadegg. The second piece of it as I understand it would be 
to actually replace the SGR with a new price setting mechanism 
that would apply to all care providers in the hope that that would 
reduce the untoward incentives in the current system which has 
the SGR just setting position rates, is that correct? 

Mr. Hackbarth. Generally speaking, right. 

Mr. Shadegg. To the extent that pay for performance were to be 
a part of the first path, who would decide which physicians had 
performed or not performed? How do you envision that decision 
being made? 

Mr. Hackbarth. One of the things that we have looked and will 
come back to is how to institutionalize the process of developing 
performance measurements. I think physicians and all providers 
for that matter have a right to expect that there be some consist- 
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ency in that process and that it be done in accordance with the best 
available evidence as opposed to be done in a bureaucratic process. 

Mr. Shadegg. That is the available evidence. Are you envision- 
ing that it would then be — or maybe you haven’t gotten to this 
point. My bottom line question is, is physician performance going 
to predominantly be measured by patient satisfaction, patients say- 
ing we were satisfied, or by external measures other than the ex- 
pression of patient satisfaction? 

Mr. Hackbarth. I think it needs to be both. It needs to be incor- 
porated in the framework with patient satisfaction and technical 
measurements of quality based on best available evidence. 

Mr. Shadegg. I have deep concerns about any system which is 
not predominantly driven by patient satisfaction, and I would en- 
courage you if you are going to look at this to look at making — 
while I understand there are professional evaluations my cardiolo- 
gist in whose hands I have put my life knows the other good cardi- 
ologists in town and knows the good practices. At the same time 
I believe that patient evaluation as it should be, must be a huge 
component of this. Let me ask you another question. With regard 
to an alternative to SGR you have been asked to look at its failure 
and to recommend alternatives. Have you considered or could you 
consider in the future a big picture evaluation, that is to say per- 
haps doing away with government price setting in Medicare alto- 
gether, and instead providing people with essentially a stipend or 
a fixed amount of money, a tax credit, if you will, and allowing the 
consumers of Medicare services to spend that for Medicare services 
the way they deem appropriate so that you wouldn’t need a top 
down government price setting mechanism but you could use a 
Medicare patient driven system because I personally believe that in 
all of health care where we have gone wrong is by taking patients 
out of the driver’s seat, and I don’t see patients being put back into 
the driver’s seat. Is that an issue you could look at? 

Mr. Hackbarth. What we have said is that Medicare needs some 
of each, that we believe that there should continue to be the tradi- 
tional Medicare program but that private options ought to be avail- 
able to Medicare beneficiaries and that there ought to be a finan- 
cially neutral choice between the two so private plans can do it 
more efficiently and if beneficiaries want to choose them they ought 
to have that opportunity to do so. What we object to is paying pri- 
vate plans more than traditional Medicare. 

Mr. Shadegg. My time has expired. But let me just conclude by 
saying I am not suggesting necessarily private plans. I am suggest- 
ing that — and I would accept this as one portion, one alternative, 
putting the money in the hands of the patients and letting them 
spend it where they thought it was appropriate so that you use 
them to set prices even as a demonstration project. I thank you, 
Mr. Chairman. 

Mr. Pallone. Thank you. Ms. Baldwin. 

Ms. Baldwin. Thank you, Mr. Chairman. I have two sort of di- 
rections for my questions. Both have been touched on already, but 
I hope that you can perhaps explore these a little bit more deeply 
with me. The first relates to reimbursement practices in primary 
care, and the second goes back to this area of the concept of the 
geographical disparities. So first on primary care, I have had the 
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opportunity, as I am sure many of my colleagues have, to meet 
with physicians engaged in primary care practices and also to talk 
a little bit about the number of medical students who are choosing 
to specialize rather than go into primary care practices, and the 
trend is of concern certainly away from primary care, family prac- 
tice or internal medicine studies. 

I visited a clinic in my district during our last recess where the 
Medicare payment trends were of great concern. It is a physician 
group that is only primary care, and the percentage of Medicaid 
and Medicare patients that they have and the low reimbursement 
rates are such that they have unsustainable losses that they are 
experiencing that are increasing in each year. They don’t have any 
specialty doctors in their practice with which they could do some 
sort of cross subsidy or cost shifting, and in fact they even broke 
down in charts that they provided to me the per physician per year 
cost to subsidize basically the Medicaid and Medicare services that 
they are providing. 

And it was very distressing to me to wonder how long they can 
sustain such a practice. And so I would ask you how can our pay- 
ment policies as we look at this, look at a long-term fix, what sort 
of hope can I give these primary care physicians, and also with re- 
gard to students entering medical school, how can our payment 
policies impact this very problematic trend that we are seeing with 
regard to the number of students going into primary care. 

Mr. Hackbarth. Improving payment for primary care involves 
work on three paths. One is we think there are problems in how 
the relative values are set for different physician services that lead 
to underpayment of some primary care services, and we have made 
some recommendations on that. We think that Medicare might also 
look at adding some new codes to the system specifically directed 
at rewarding time spent in educating counseling patients, basic pri- 
mary care activities. Finally, as we discussed already, there are 
demonstrations underway that look at rewarding care coordination 
specifically through an added payment, a per patient payment, to 
cover the cost of care coordination, especially for those with serious 
chronic illness, so there are multiple different approaches to im- 
proving primary care payment. 

As for the supply issue certainly the low income potential for pri- 
mary care relative to other specialties is a deterrent for some medi- 
cal students. People who are deeply involved in that process and 
medical education, working with medical students, tell me though 
that income isn’t the only factor, that other factors that discourage 
people from going into primary care are the lifestyle compared to 
some of the specialties. It is a harder lifestyle. And finally it seems 
as having less intellectual challenge than some of the sophisticated 
sub-specialties. So in short we favor increasing payment for pri- 
mary care in various ways. We shouldn’t have any illusions though 
about how easily it will change the supply of primary care physi- 
cians. 

Ms. Baldwin. I would love to explore that more deeply. I am 
going to not do so because I want to quickly get in a question about 
the geographic disparities. We talked a bit about this and I guess 
two questions. One is the extent to which MedPAC and CMS has 
measured the differences in volume of services provided in different 
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localities so how much of that data exists. And, second, in your re- 
port you discuss the option of reimbursing physicians based on sub- 
national geographic areas. I wonder what you mean by that is what 
is the most feasible unit of measurement, states, portions of states 
or groups of states. 

Mr. Hackbarth. Yes. On the first piece the available evidence on 
variation. Dr. Fisher, who is on the next panel, is the expert on 
that question so maybe I will let him address it in detail for you. 
As opposed to the appropriate geographic unit, roughly half the 
commission likes the idea, first of all. We didn’t talk about what 
the right geographic unit would be. There is a trade off. As you go 
to smaller units you get more precision in the targeting but with 
smaller units you get some problems like variability with small 
numbers, instability in the numbers from year to year, a risk that 
people will start to cross borders to receive their care or physicians 
will change location of practices. 

And so there is not a clear right answer that I can offer you as 
to the right geographic unit, but we can go into that more at an- 
other time if you wish. 

Mr. Pallone. We are running out of time. Thank you. OK. I rec- 
ognize Ms. Wilson of New Mexico. 

Ms. Wilson. Thank you, Mr. Chairman. I think I join my col- 
leagues on both sides of the aisle here in agreeing that this sus- 
tainable growth formula is unsustainable, and it should be perma- 
nently fixed. But I also don’t think it is reasonable to try to man- 
date consensus among experts if a consensus isn’t really there. I 
recognize it is a very difficult problem that thoughtful people and 
thoughtful people can disagree. So I appreciate your input. Really 
two areas of questions that I wanted to focus on. And the first has 
to do with incentives. You highlight a number of areas of possible 
incentives or ways to change the system so there are incentives for 
providing high quality care and so forth. 

Do you think there are any savings inherent in those approaches 
or is the recommendation of the commission to put those incentives 
in place and allow or indeed encourage those funds to be kept in 
patient care? 

Mr. Hackbarth. We do believe that there are savings. We do be- 
lieve that the better incentives will change patterns of care and 
make care more efficient. They are not the sort of savings that are 
readily scored by CBO though because they involve behavioral 
change over a long period of time. 

Ms. Wilson. I also, like some of my colleagues from other rural 
states, I am always concerned when people talk about changing the 
formulas and making different formulas for sub-national geographi- 
cal areas, and we saw in the managed care formulas, for examples, 
significantly disadvantaged rural areas, and a lot of the formulas 
the way they are set up pay much less in rural areas, and I can 
understand where the cost of space or the cost of energy may be 
different in different regions of the country but the cost of a physi- 
cian’s time should not depend on where they live. And the value 
and the increasing value of their time should not depend on where 
they live. 

When you talk about sub-national geographic areas, if we were 
to do this, have you all done any modeling on which areas or type 



60 


of areas of the country would be winners and which would be los- 
ers? 

Mr. Hackbarth. We have not. Again, the commission has not 
agreed on that issue of doing sub-national geographic targets, and 
we have not made a recommendation to do that, and as a result 
we haven’t tried to figure out all of the variations within that cat- 
egory. 

Ms. Wilson. So you haven’t gone back and looked at data and 
done modeling and said if we had done this what would have hap- 
pened? 

Mr. Hackbarth. In response to previous requests from Congress 
looked at variation by state and how Medicare expenditures vary 
by state. Dr. Fisher has looked at it based on hospital service areas 
and I couldn’t characterize simply who the winners are and who 
the losers are. We can provide a list of the states and who has low 
cost and who has high cost. I would be happy to do that. 

Ms. Wilson. I appreciate that. I worry that when we start doing 
that you immediately start to put pressure on rural areas, and I 
have seen it happen in other formulas here, and I also know the 
reality is that concentrated population centers in America have 
more votes in the House of Representatives, and that is a reality 
but it is something I am very concerned about. 

Mr. Hackbarth. The proponents of geographically based expend- 
iture targets believe that that system would be fairer to the low 
cost states, many of which have large rural components. Many of 
the states that are highest cost have very large urban areas and 
so the intent certainly is not to disadvantage rural areas, and in 
fact it may benefit many rural areas, many rural states. 

Ms. Wilson. If you have any further data on that that you are 
able to share or information on it that would help us to expand our 
understanding on what that might mean, I would very much appre- 
ciate it. Thank you, Mr. Chairman. 

Mr. Pallone. Thank you. Ms. Solis. 

Ms. Solis. Thank you, Mr. Chairman. I know we don’t have a 
lot of time. I did want to touch base regarding the geo^aphic pay- 
ment locality issue as well. I am not sure what statistics or infor- 
mation you have about Los Angeles County in southern California, 
but I am very concerned because as I said earlier in my opening 
statement we are losing the ability to attract doctors to come in to 
low income underserved areas. And the county of Los Angeles if we 
use say a median income or a median formula to pay for reim- 
bursements could actually end up penalizing communities that are 
unincorporated, which are part of Los Angeles County, as an exam- 
ple, but have the highest number of seniors that really require and 
would be eligible for this type of assistance. So I am anxious to 
hear at some point, if not now, to get that information from you. 

And then also you mentioned earlier that there might be some 
type of attempt to try to compensate physicians that have to do a 
little bit more counseling. One of the things that has come up in 
the course of my being here on the hill is trying to figure out how 
we can help provide for incentives for doctors who do have to spend 
more time translating information to immigrant populations to sen- 
iors from diverse backgrounds and the notion that they should be 
given some additional pay because they are spending more time to 
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technically go through and actually explain and interpret every lit- 
tle detail as to the care for that patient. 

And then lastly how do we bridge the gap for disparities because 
we have so many underserved African-American, Asian and Latino 
communities where they typically are not being, for example, given 
the same kinds of testing or examinations or vaccinations like in- 
fluenza. And I have a real concern with that because our commu- 
nities are being overlooked so if you could please touch on those 
three items. 

Mr. Hackbarth. On the issue of the geographic adjusters in 
California maybe the most efficient way to deal with that would be 
to have a follow-up conversation and provide a letter for you about 
Los Angeles County. I don’t know the facts off the top of my head 
so we would have to do some research on that. On the issue of the 
cost of translation that is not an issue that we have looked at spe- 
cifically one way or the other. 

Ms. Solis. It has never come up? 

Mr. Hackbarth. Translation specifically, no, it has not. 

Ms. Solis. Even the demographic challenges and the case load 
that is increasing in the Hispanic population? I find that rather 
surprising. I would urge the commission to strongly consider that. 

Mr. Hackbarth. Yes, that is fair enough. 

Ms. Solis. Disparities, and how do we have kind of a across the 
board health examination for communities that typically don’t get, 
for example, influenza vaccinations as readily as say the traditional 
population. 

Mr. Hackbarth. Yes. Certainly there are disparities in access. 
Our focus has been on trying to assure fair payment for all types 
of providers. How to change that issue is not something that we 
specifically talked about the disparities. 

Ms. Solis. That is a big issue in our district. 

Mr. Hackbarth. We may come back to that. 

Ms. Solis. And maybe I could just mention quickly that we have 
a tri-caucus that exists in the House; Black Caucus, Asian Caucus, 
and Hispanic Caucus, and we are going to be introducing legisla- 
tion on health care disparities of which many of our seniors are im- 
pacted heavily with respect to how to tackle chronic illnesses par- 
ticularly in the area of diabetes treatment, stroke, cancers, things 
of that nature, and would love to share with you that information. 

And then something that one of my colleagues brought up that 
I have to also touch on is the fact that it is hard to attract physi- 
cians and incoming interns, medical interns, into low income serv- 
ice areas. And I understand the need to have more available in 
rural areas, particularly on Indian reservations and other low in- 
come areas. But in the areas that I represent it is very hard to at- 
tract young students and beginning that process early on, not at 
their senior year and not at the college level, and what incentives 
might we be able to look at since we see this increasing changing 
demographic population in the senior community that is going to 
live longer, that is going to look a lot different than what we nor- 
mally have provided treatment to in the last 40 years, and if 
maybe there is an incentive or there is initiatives that we could put 
forward through the Congress to help you in that manner to help 
promote that. 
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Mr. Pallone. Did you want to comment? Do you agree? 

Mr. Hackbarth. In principle but we just have not studied it so 
I don’t have anything to offer on behalf of the commission. 

Ms. Solis. Thank you. 

Mr. Pallone. Thank you. And last but not least is the gentleman 
from Texas, Mr. Hall. 

Mr. Hall. Mr. Chairman, thank you. As you know, I have two 
Energy and Commerce subcommittees working, the Energy Sub- 
committee on the third floor, and I have been there and not know- 
ing the questions that have been asked, I won’t take his time. I am 
sure that the chairman is going to allow us to submit questions 
and they will give us answers, and we will do that. But I thank 
Chairman Hackbarth for his time and the time of preparation and 
the time in appearing here, and the good services you render this 
country. I appreciate it, and I am sure this committee and this 
chairman appreciates it. I yield back my time. 

Mr. Pallone. Thank you, Mr. Hall. Let me reiterate that we do 
appreciate what the commission has done, and I thought it was a 
very thorough analysis today. You have taken a lot of questions 
here for the last couple hours or so, so thank you so much for all 
that you do. And, you know, again I always say we can only expect 
you to do what we task you to do. That is always the issue here. 
So thanks again. 

I would ask the next panel to come forward. 

I will start by introducing Mr. Bruce Steinwald, who is Director 
of Health Care for the Government Accountability Office, and then 
we have Dr. Elliott Fisher, who is a professor of Medicine and of 
Community and Family Medicine at Dartmouth Medical School, 
and I know that your mom has been ill so I did want to thank you 
for coming down here to testify today even despite that situation 
with her. I hope that she is getting better and that everything 
works out. Thank you. 

Dr. Thames, we have seen you many times. Thank you for com- 
ing back again. He is Dr. Byron Thames, member of the Board of 
Directors of the American Association of Retired Persons. I guess 
we will begin with Mr. Steinwald. 

STATEMENT OF A. BRUCE STEINWALD, DIRECTOR, HEALTH 
CARE, GOVERNMENT ACCOUNTABILITY OFFICE 

Mr. Steinwald. Thank you, Mr. Chairman, Mr. Deal, and mem- 
bers of the subcommittee. Thank you for having me here today. I 
am going to briefly summarize the findings of a recently completed 
GAO study, but before I do I wanted to speak directly into the 
microphone and give you a little pictorial summary of how we got 
into the situation we face today. Very briefly, these are the years 
covered by the SGR on that exhibit. The bars that are up there 
now show the annual increases in the Medicare economic index, 
which is about 2 V 2 percent per year, not a great deal. 

The next chart shows the annual updates in physician fees under 
the SGR system. You can see the updates in the early years of the 
SGR were in excess of inflation and the cost of running a medical 
practice until 2002 when there was the 1-year decline, and subse- 
quent to that modest updates by result of an act of Congress over- 
riding the scheduled negative updates that the SGR called for. All 



63 


of that was related to increases in Medicare spending for part B 
services per beneficiary. You can see in the years 2000 and 2001, 
those spending amount increases per beneficiary far exceeded the 
updates in the MEL It is those spending increases that led to the 
decrease in 2002, and you can see subsequent to then the spending 
increases have far exceeded either the MET or the update. 

And let me point out and emphasize those spending increases 
that have occurred in the first half of this decade have both yielded 
additional revenue to doctors above the update factor and yielded 
additional co-payments on the part of beneficiaries. So with that as 
a back drop, let me go on to the current study. We have done two 
studies in response to mandates in the Medicare Modernization 
Act. The first was a study on the sustainable growth rate itself 
The second was a study that directed us to look at physician com- 
pensation generally, and when we consulted with Hill staff and 
others about how we might make best use of this direction, we de- 
cided to address what are the principle criticisms of the SGR, ones 
that we share. 

It is a very blunt instrument. It treats all doctors the same. It 
doesn’t discriminate between efficient and inefficient medical prac- 
tices, and it doesn’t provide incentives that operate at the individ- 
ual physician level. And so we embark on a study that would try 
to get out those deficiencies of the SGR. These are generally what 
we did up there on the screen. The first thing we did was we 
looked at what some health care purchasers, not Medicare, but out- 
side of Medicare are doing to encourage efficiency in medical prac- 
tice. We looked at a wide range of purchasers. Some of them are 
private insurance companies, some of them were provider organiza- 
tions, and some were government directed including one Canadian 
province. 

They all do several things, one of which is they look at the 
spending of the physicians’ patients, not just for p%sicians’ own 
services but for a full range of services. They create bench marks 
for efficiency to try to gauge and identify the doctors who appear 
to be practicing medicine inefficiently. They all measure quality as 
well as efficiency and have performance measures that combine 
quality with efficiency, and they all try very hard to bring their 
physicians on board and explain to them what they are trying to 
accomplish. And what is listed on the chart are some of the things 
that these purchasers do with that profiling information once they 
collect it. 

They range from simply educating physicians, providing informa- 
tion on how they stack up compared to their peers all the way to 
more stringent arrangements including directing patients to receive 
care from the doctors who score high on performance measures up 
to and sometimes excluding inefficient physicians from provider 
networks. By having seen what some provider organizations do, we 
then embarked on an examination of Medicare claims data to see 
if we could devise a methodology that could identify efficiency in 
Medicare and could we do what some of these providers do, and we 
selected 12 metropolitan areas in which to conduct this study. 
First, we identified patients who appear to be overly expensive 
given their health status. It is very important to correct for health 
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status because obviously expect patients who have multiple ill- 
nesses to consume more services. 

Second, we measured not just what these patients were spending 
for doctor services but a full range of services and then we drew 
a threshold, we tried to see whether these overly expensive pa- 
tients tended to cluster among certain doctors or were they ran- 
domly distributed. In all of the 12 areas that we studied, we found 
that there was some clustering of these overly expensive patients 
among a relatively few doctors. There was more clustering in some 
areas than others. In the Miami metropolitan area, for example, 
there was a great deal of clustering over the overly expensive pa- 
tients. 

And then finally having gone through this exercise, we asked 
ourselves, well, what is the applicability of the kinds of things that 
the other purchasers are doing to Medicare, and we find that there 
are some important strengths and differences. Medicare has tools 
available to do this kind of identification of efficient practices. They 
have a comprehensive claims database on patient consumption of 
health care services. They are several hundred thousand physicians 
that participate in Medicare so that in almost every community you 
can form meaningful comparisons among doctors, and they have 
experience in using methods to account for differences in patient 
health status. 

Mr. Pallone. I just want you to wrap up because we are going 
over. 

Mr. Steinwald. I am wrapping up right now. We are sending a 
report to CMS later this week for their review. We don’t think that 
this approach is a panacea and it is not going to he the solution 
to the SGR problem, but the primary virtue of this kind of ap- 
proach is that it does get at the problem of SGR being such a blunt 
instrument and so inequitable. We hope that CMS will work with 
you and others to see if this is one approach that could be included 
in a package of reforms to help reform Medicare payment for physi- 
cians. Thank you very much. 

[The prepared statement of Mr. Steinwald follows:] 
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Mr. Chairman and Members of the Subcommittee: 

I am pieased to be here today as you discuss options for improving how 
Medicare pays physicians. Your task is not simpie, as you seek reforms that 
can hcip moderate spending growth white ensuring that beneficiaries have 
appropriate access to high-cjuaiity physician services and physicians receive 
fair compensation for providing those services. Medicare's current system of 
spending targets used to moderate spending growth and annuaily update 
physician fees is problematic 

This spending target system — calied the sustainable growth rate (SGR) 
system — adjusts Medicare's physician fees based on the extent to which 
actual spending aligns with specified targets. If the growth in the number of 
services provided per beneficiary — referred to as volume — and in the 
average complexity and costliness of services — referred to as intensity — is 
high enough, spending will exceed the SGR target. From 1999— the first year 
that the SGR system was used to update physician fees— through 2001, 
physicians received fee increases annually. Since 2002, actual Medicare 
spending on physician services has exceeded SGR targets, and the SGR 
systems has called for fee cuts to offset the excess spending. In 2002 the 
SGR system reduced physician fees by nearly S percent. Fee declines in 
subsequent years were averted only by administrative and legislative aaions 
that modified or temporarily overrode the SGR system.' In the absence of 
additional administrative or legislative action, the SGR system will likely 
reduce fees by about 5 percent a year for the next several years. 

The potential for a sustained period of declining fees has raised 
policymakers' concerns about the appropriateness of the SGR system for 
updating physician fees and about physicians' continued participation in the 
Medicare program. A particular concern is that the SGR system acts as a 
blunt instrument in that all physicians are subjea to the consequences of 
excess spending— namely, downward fee adjustments- that may stem from 
the excessive use of resources by only some physicians. Flowever, as we have 
discussed in our prior work, the SGR system serves an important role in 


'For example, the Medicare Prescripiion Drug, Improvement, and Modernization Art of 2003 
(MMA) specified a minimum u|xiate of 1.5 percent for both 2004 and 2005. Pub. L. 

No. 108.173, S «)l(aXl), 117 Stat. 2066, 2300. 
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alerting policymakers to the need for fiscal discipline.^ Specifically, fee cuts 
under the SGR system signal to physicians colleaively and to the Congress 
that spending due to volume and intensity has increased more than allowed. 

Some of the higher volume and intensity that drives spending growth may 
not be medically necessary. In faa, the wide geographic variation in 
Medicare spending per beneficiary — unrelated to beneficiary health status 
or outcomes— provides evidence that health needs alone do not determine 
spending.^ Medicare physician payment policy does little to change this 
situation; payments under the Medicare program are not designed to foster 
individual physician responsibility for the most effective medical praalces. 

In contrast, some public and private health care purchasers have initiated 
programs to identify efficient physicians and encourage patients to obtain 
care from these physidans. 

With these circumstances in mind, and in fulfillment of a 2003 mandate to 
examine aspeas of physician compensation in Medicare,* we conducted a 
study focusing on efficiency with respea to physician practices. In our 
study, we use the term efficiency to mean providing and ordering a level of 
services that is suffident to meet a patient's health care needs but not 
excessive, given a patient^s health status. My remarks today will address (1) 
physidan-focused approaches taken by other health care purchasers to 
address ineffident medial praaices, (2) our efforts to estimate the 
prevalence of inefficient physicians In Medlare, and (3) the methodoiogiai 
tools available to the Centers for Mediare 6t Mediald Services (CMS) to 
identify ineffident physician praalce patterns programwide. My remarks 
today are based on our study's preliminary findings. 


^jAO, Medicare Physician Payments: Trends in Service Utilization, Spending, and Fees 
Prompt Consideration of Alternative Paymettt Approaches, CAO-06-KX)8T (Washington, 
D.C: July 2S, 2006) and Medicare Physician Payments: Concerns about Spending Target 
System Prompt Interest in Considering Reforms, CAO-OS-85 (Washlneton, D.C: Oct 8, 
2004). 

^Elliot S. Fisher, et al., "The Implications of Regional Variations in Medicare Spending. 
Part 1: The Ccmtent, Quality, and Accessibility of Care," Annals of Internal Medicine, 
voi. !38, no. 4 (2003): 273-287. 

*MMA, Pub. L No. 108-173, 1 953, H7 Stat 2066, 2428. 
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In conduaing our study, we Interviewed representatives of 10 heafth are 
purchasers/ including 5 commercial health plans, 1 provider network, I trust 
fund jointly managed by employers and a union, and 3 government 
agencies — 2 in U.S. states and 1 in a Canadian province. We selected these 
purchasers beause Their programs that examine physician praaices 
explicitly assess efficiency — unlike many such programs that assess quality 
only. We also estimated the prevalence In Mediate of physicians likely to 
practice inefficiently. To do this work, we examined 2003 Mediare claims 
data from 12 metropolitan areas. We ensured the reliability of the claims 
data used in this report by performing appropriate elearonic data checks 
and by interviewing officials at CMS who were knowledgeable about the 
data. In addition, we discussed the facts contained in this statement with 
CMS officials. The study on which these remarks are based has been 
conduaed beginning September 2005 in accordance with generally accepted 
government auditing standards. 

In summary, the health are purchasers we studied examined the practice 
patterns of physicians in their networks and used the results to promote 
effidency. They adopted a range of incentives— from steering patients 
toward the most effident providers to excluding a physician from the 
network— to encourage physicians to provide are efficiently; some 
reported savings as a result of these efforts. Using our own methodology to 
analyze the praalce patterns of physicians In Mediare, we found that 
physicians who were likely to be practicing medicine Inefficiently were 
present in all 12 of the metropolitan areas studied. CMS also has the tools to 
identify physicians in Mediare who are likely to praaice medicine 
Inefficiently, Including comprehensive claims information, sufficient numbers 
of physicians in most areas to construct adequate sample sizes, and methods 
to adjust for differences In beneficiary health status. 


^In our study, we use “purchaser" to mean health plans as well as agencies that manage care 
purchased from health plans; one of the entities we interviewed Is a provider network that 
contracts with several insurance companies to provide care to dielr enrollees. 
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Some Health Qre 
Purchasers Use 
Physician Profiling 
Results to Encourage 
Efficient Medical 
Practice 


G)nsistent with the premise that physicians play a central role in the 
generation of most health care expenditures, some health care purchasers 
employ physician profiling to promote effidency. We selected 10 health care 
purchasers that profited physicians in their networks — that is, compared 
physicians' performance to an efficiency standard to identify those who 
practiced ineffidently. To measure effidency, the purchasers we spoke with 
generally compared aauai spending for physicians' patients to the expected 
spending for those same patients, given their clinical and demographic 
charaaeristics.* Most purchasers said they also evaluated physidans on 
quality. The purchasers linked their effidency profiling results and other 
measures to a range of physician-focused strategies to encourage the 
efficient provision of care. Some of the purchasers said their profiling efforts 
produced savings. 


Health Care Purchasers 
Profiled Physicians across 
Several Dimensions to 
Evaluate Physician 
Performance 


The 10 health care purchasers we examined used two basic profiling 
approaches to identify physicians whose medical praaices were inefficient. 
One approach focused on the costs associated with treating a specific 
episode of illness— such as a stroke or heart attack. The other approach 
focused on costs, within a spedfic period, associated with the patients in a 
physidan's praalce. Both approaches used information from medical claims 
data to measure resource use and account for differences in patients' health 
status. In addition, both approaches assessed physicians (or physician 
groups) based on the costs assodated with services that they may not have 
provided directly, such as costs associated with a hospitalization or services 
provided by a different physician. 


Although the methods used by purchasers to predia patient spending 
varied, all used patient demographics and diagnoses. The methods they used 
generally computed efficiency measures as the ratio of aauai to expeaed 
spending for patients of similar health status. In addition, all of the 
purchasers we interviewed profiled specialists and all but one also profiled 
primary care physicians. Several purchasers said they would only profile 
physicians who treated an adequate number of cases, since such analyses 
typially require a minimum sample size to be valid. 


‘Generaiiy, estimates of an individual's expected spending are based on faaors such as patient 
diai^oses and demographic traits. 
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Health Care Purchasers 
Linked Physician Profiiing 
Results to a Range of 
Incentives Encouraging 
Efficiency 


Physician Profiiing Has 
Potential for Savings 


The health care purchasers we examined direaly tied the results of their 
profiling methods to incentives that encourage physidans in their networks 
to praaice efficiently. The incentives varied widely in design, application, 
and severity of consequences. Purchasers used incentives that included 

educating physidans to encourage more efficient care, 

designating in their physician directories those physicians who met 
efficiency and quality standards, 

dividing physidans into tiers based on efficiency and giving enroilees 
financial incentives to see physidans in particular tiers, 

providing bonuses or imposing penalties based on efficiency and quality 
standards, and 

excluding inefficient physicians from the network. 


Evidence from our interviews with the health care purchasers su^ests that 
physician profiling programs may have the potential to generate savings for 
health care purchasers. Three of the 10 purchasers reported that the 
profiling programs produced savings and provided us with estimates of 
savings attributable to their physician-focused efficiency efforts. For 
example, I of those purchasers reported that growth in spending fell from 12 
percent to about 1 percent in the first year after it restructured its network 
as part of its effidency program, and an aauarial firm hired by the 
purchaser estimated that about three quarters of the reduction in 
expenditure growth was most likely a result of the efficiency program. 

Three other purchasers suggested their programs might have achieved 
savings but did not provide savings estimates, while four said they had not 
attempted to measure savings at the time of our interviews. 
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Through Profiling, We 
Found That Physicians 
Likely to Practice 
Inefficiently in 
Medicare Were Present 
in All Selected Areas 


Having considered the efforts of other health care purchasers in profiling 
physicians for efficiency, we conducted our own profiling analysis of 
physician praaices in Medicare and found individual physicians who were 
likely to praaice medicine inefficiently in each of 12 metropolitan areas 
studied. We focused our analysis on generalists — physicians who described 
their specialty as general practice, internal medicine, or family praaice. We 
did not include specialists in our analysis. We seleaed areas that were 
diverse geographically and in terms of Medicare spending per beneficiary. 

Under our methodology, we computed the percentage of overly expensive 
patients in each physician's Medicare practice. To Identify overly expensive 
patients, we grouped the Medicare beneficiaries in the 
12 locations according to their health status, using diagnosis and 
demographic information. Patients whose total Medicare expenditures— for 
services provided by all health providers, not just physicians — far exceeded 
those of other patients in their same health status grouping were classified as 
overly expensive. Once these patients were identified and linked to the 
physicians who treated them, we were able to determine which physicians 
treated a disproportionate share of these patients compared with their 
generalist peers in the same location. We classified these physicians as 
outliers — that is, physicians whose proportions of overly expensive patients 
would occur by chance less than 1 time in 100. We concluded that these 
outlier physicians were likely to be praaicing medicine Inefficiently.^ 


Based on 2003 Medicare claims data, our analysis found outlier generalist 
physicians In all 12 metropolitan areas we studied. In two of the areas, 
outlier generalists accounted for more than 10 percent of the area's 
generalist physician population. In the remaining areas, the proportion of 
outlier generalists ran^ from 2 percent to about 6 percent of the area's 
generalise population. 


^Our approach to estimating outlier physicians was conservative in that it captures only the 
most extreme praaice patterns; therefore, our analysis does not mean that all nonoutiler 
physicians were practidng efndently. 
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CMS Has Tools 
Available to Profile 
Physicians for 
Efficiency 


Mediare's data-ridi environment is conducive to identifying physicians who 
are likely to practice medicine inefficiently. Fundamental to this effort is the 
ability to make statistical comparisons that enable health care purchasers to 
identify physicians praaidng outside of established standards. CMS has the 
tools to make statistically valid comparisons, including comprehensive 
medical claims information, suffident numbers of physidans in most areas 
to construtt adequate sample sizes, and methods to adjust for differences in 
patient health status. 

Among the resources available to CMS are the following: 

Comprehensive source of medical claims information. CMS maintains a 
centralized repository, or database, of all Medicare claims that provides a 
comprehensive source of information on patients' Medicare-covered medial 
encounters. Using claims from the central database, each of which includes 
the beneficiary's unique identifiation number, CMS an identify and link 
patients to the various types of services they received and to the physicians 
who treated them. 

Data samples large enough to ensure meaningful comparisons across 
physicians. The feasibility of using efficiency measures to compare 
physicians' performance depends, in part, on two factors: the availability of 
enough data on each physician to compute an efficiency measure and 
numbers of physicians large enough to provide meaningful comparisons. In 
2005, Mediare's 33.6 million fee-for-scrvice enrollees were served by about 
618,800 physicians. These figures suggest that CMS has enough clinial and 
expenditure data to compute efficiency measures for most physicians billing 
Mediate. 

Methods to account for differences In patient health status. Beause sicker 
patients are expeaed to use more health are resources than healthier 
patients, the health status of patients must be taken into account to make 
meaningful comparisons among physicians. Mediate has signifiant 
experience with risk adjustment. Specifially, CMS has used increasingly 
sophistiated risk adjustment methodologies over the past deade to set 
payment rates for beneficiaries enrolled in managed are plans. 

To conduct profiling analyses, CMS would likely make methodologial 
decisions similar to those made by the health are purchasers we 
interviewed. For example, the health are purchasers we spoke with made 
choices about whether to profile individual physicians or group practices; 
which risk adjustment tool was best suited for a purchaser's physician and 
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enrollee population; whether to measure costs associated with episodes of 
care or the costs, within a specific time period, associated with the patients 
in a physician's praaice; and what criteria to use to identify Inefficient 
praaice patterns. 


Concluding 

Observations 


Our experience In examining what health care purchasers other than 
Medicare are doing to improve physician efficiency and in analyzing 
Medicare claims has enabled us to gain some insights into the potential of 
physician profiling to improve Medicare program efficiency. A primary 
virtue of profiling is that, coupled with incentives to encourage efficiency, it 
can create a system that operates at the Individual physician level. In this 
way, profiling can address a principal criticism of the SGR system, which 
only operates at the a^regate physician level. Although savings from 
physician profiling alone would dearly not be sufficient to correa 
Medicare's long-term fiscal imbalance, it could be an important part of a 
package of reforms aimed at future program sustainability. 


Mr. Chairman, this concludes my prepared remarks. 1 will be pleased to 
answer any questions you or the subcommittee members may have. 
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Mr. Pallone. Thank you, Mr. Steinwald. Dr. Fisher. 

STATEMENT OF ELLIOTT S. FISHER, M.D., M.P.H., PROFESSOR, 

MEDICINE AND COMMUNITY AND FAMILY MEDICINE, DART- 
MOUTH MEDICAL SCHOOL 

Dr. Fisher. First I would like to thank you for your expression 
of concern about my mother. I think she will he fine. It is a won- 
derful example of the challenges of care coordination that are faced 
by Medicare beneficiaries and their children. Mr. Chairman, Con- 
gressman Deal, and remaining members of the committee, the re- 
cently released report assessing alternatives to the sustainable 
growth rate system provides an outstanding analysis of the key 
issues and challenges confronting Congress as it considers both 
how to reform payment approaches in a period of serious budget 
constraints. 

The report outlines a broad array of policy approaches that Con- 
gress and CMS could and probably should pursue to improve the 
quality and cost of Medicare beneficiaries. I agree with almost all 
of their principles and many of the specific recommendations. I am 
going to focus on the relevance of my own research to the implica- 
tions for reform and what I believe are some of the principles that 
you should pursue. Two full differences in Medicare spending exist 
across U.S. regions and across the populations cared for by hos- 
pitals and major academic medical centers. These aren’t due to dif- 
ferences in patient needs or the prices of services. Rather they are 
due to the volume of care, differences in the amount of care pro- 
vided to similar patients. 

The differences are largely due to what Jack Wennberg and I 
have now termed supply sensitive services, things like the fre- 
quency of physician visits, use of specialists in lieu of primary care 
physicians, use of the acute care hospital as a site of care for pa- 
tients who might otherwise be cared for elsewhere, and the fre- 
quency of diagnostic tests and imaging. Our work has shown con- 
vincingly that higher spending regions, higher spending hospitals, 
those with higher volume do not provide better care. On the con- 
trary the evidence suggests that higher spending is associated with 
lower quality, and more recently that U.S. regions that grew fast- 
est fell further behind in their quality and outcomes. 

The research highlights the magnitude of the opportunity to im- 
prove the value of Medicare services. It said a little bit with tongue 
in cheek recognizing that it would be hard to do but if all U.S. re- 
gions could safely adopt the practice patterns of the most conserv- 
ative regions Medicare spending would fall by 30 percent. The re- 
search also provides support for several key payment reform prin- 
ciples that are imbedded in the commission’s pathway two. First, 
insuring that incentives to control spending growth apply to all 
providers whether through expenditure targets or other means. 

Second, striving to reduce regional disparities in spending by ap- 
plying greater pressure on currently high spending regions. And fi- 
nally our research provides strong support for the importance of 
fostering what the commission refers to as accountable care organi- 
zations. These are locally integrated delivery systems that would 
have the following key attributes. First, they are large enough to 
support comprehensive and effective performance measurement. 
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Second, they can provide or manage with others the full continuum 
of care, patient care, provided to Medicare beneficiaries. And, third, 
they could participate in shared savings approaches to payment re- 
form as an interim step toward fundamental reform of the Medi- 
care payment system. 

Accountable care organizations should be a key element of pay- 
ment reform for the following four reasons. First, most physicians 
actually already practice within the context of an existing virtual 
multi-specialty group practice. Most physicians make their refer- 
rals to other physicians within a local network. Most physicians 
admit their patients to a single hospital and work within the con- 
text of that hospital and the local physicians who are practicing 
with them. Therefore, modest incentives that could prompt physi- 
cians to come together around either the hospital or medical groups 
would neither disrupt the physician’s current practice patterns nor 
disrupt their patients’ experience of care. 

These virtual multi-specialty group practices are described in the 
commission’s report and currently exist in almost all communities 
of the United States. ACOs could be given incentives to control 
total Medicare payments allowing budgetary savings with smaller 
relative impact on individual provider incomes. Third, performance 
measurement at the level of an accountable care organization 
would be much more trackable in the near term than any other ef- 
forts to measure performance. I have served on the Institute of 
Medicine performance measurement committee that reported to 
Congress a year ago. We have in the testimony that I submitted 
examples of the kinds of performance measurement that could be 
readily implemented at the level of an accountable care organiza- 
tion or local entity. 

Finally, most physicians continue to practice in one or two physi- 
cian practices, in small group practices. Accountable care organiza- 
tions, whether it is large physician groups or built around hos- 
pitals, would have the capacity to invest in electronic health 
records, improve care management protocols, coordination of care, 
the issues that are highlighted as the major problems that we face 
in U.S. health care today. We have found that growth in spending 
on physician services varies dramatically across these virtual medi- 
cal specialty groups, and data that is included in the written testi- 
mony we have shown that within these groups within the United 
States growth rates over the last 4 years ranged between 2.4 per- 
cent per year in the slowest growing fifth of current physician prac- 
tices, so almost 10 percent per year in the highest growing fifth of 
physician practices. 

We can therefore now identify the ACOs that are most respon- 
sible for growth in spending and they should be held accountable 
for their contribution to growth in spending but we can also offer 
to identify those groups, those who are growing at 2.4 percent per 
year or less that offer us a path toward improved value for Medi- 
care. Thank you very much for the opportunity to testify. 

[The prepared statement of Dr. Fisher follows:] 
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The Implications of Regional and Provider-speciflc Variations in Medicare 
Spending for Medicare Payment Reform 

Summary of Major Points 

The Medicare Payment Advisory Commission "Report Assessing Alternatives to the 
Sustainable Growth Rates System provides an outstanding analysis of the key issues and 
challenges confronting Congress as it considers how to reform current Medicare 
approaches to provider payment during a period of serious budget constraints. 

Nearly two-fold differences in Medicare spending exist across U.S. regions and across 
the populations cared for by major academic medical centers. These cannot be explained 
on the basis of differences in patients’ needs for care or to differences in prices. Rather 
they are due largely to differences in the volume — or overall intensity of care — and are 
largely explained by greater tuse of what we call “supply-sensitive services” — 
discretionary services such as the frequency of physician visits, use of specialists as 
opposed to primary care physicians, the use of the acute care hospital as a site of care, 
and the frequency of diagnostic tests and imaging. 

Higher spending regions, academic medical centers and hospitals do not provide better 
care. On the contrary, the evidence suggests that higher spending is associated with 
lower quality; and U.S. regions that grew fastest fell somewhat further behind in their 
quality and outcomes. 

This research highlights the magnitude of the opportunity to improve the value of 
Medicare services and provides further support for several key payment reform principles 
that are embedded in the Commission’s Pathway Two: ensuring that incentives to 
control spending growth apply to all providers, whether through expenditure targets or 
other means and striving to reduce regional disparities in spending by applying greater 
pressure on currently high-spending regions. 

Our research also provides strong support for the importance of fostering the 
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development of Accountable Care Organizations -- local integrated delivery systems that 
(1) are large enough to support comprehensive performance measurement, (2) can 
provide or effectively manage the full continuum of patient care; (3) could participate in 
shared-savings approaches to payment reform as an interim step toward fundamental 
payment reform. 

Accountable Care Organizations should be a key element of payment reform for the 
following reasons: (1) Most physicians already practice within “virtual” multi-specialty 
group practices; modest incentives might prompt physicians to establish formal 
organizations that would neither disrupt their current practice patterns or their patients’ 
care; (2) ACOs could be given incentives to control total Medicare payments, allowing 
budgetary savings with smaller relative impact on provider revenues; (3) Performance 
measurement at the level of an ACO would be much more tractable in the near term. (4) 
ACOs are more likely to have the capacity to invest in the infrastructure required to 
improve care, such as electronic health records and care management protocols. 

We have shown that growth in spending on physician services varies dramatically across 
empirically defined “virtual” multi-specialty group practices, ranging from a low of 2.4% 
per year in the slowest growing fifth to almost 10% per year in the highest growing 
groups. We can therefore identify the ACOs who are most responsible for the growth in 
spending — and those that offer a path toward improved value for Medicare. 
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Thank you Mr. Chairman, Congressman Deal, and distinguished members of the 
Committee for your invitation to address you today. 

There is broad agreement on the scope of the challenges facing the U.S. health care 
system. The quality of care is remarkably uneven. Costs are rising at rates that threaten 
the affordability of care. And there is broad agreement that our current approach to 
paying for medical care is part of the problem. 

The recently released Medicare Payment Advisory Commission report Assessing 
Alternatives to the Sustainable Growth Rates System provides an outstanding analysis of 
the key issues and challenges confronting Congress as it considers how to reform current 
Medicare approaches to provider payment during a period of serious budget constraints. 
The report also outlines a broad array of policy approaches that Congress and CMS could 
pursue to improve the quality and costs of care for Medicare beneficiaries. I find that I 
agree with almost all of their recommendations. 

In particular I endorse their central recommendation: Congress should make a substantial 
investment in Medicare’s capability to develop, implement, and refine payment systems 
that will reward higher quality care and efficient use of resources. I am also in general 
agreement with their analysis of the underlying causes of poor quality and rising costs 
and their general prescriptions: improved performance measures, reform of payment 
policies toward a system that rewards both improved quality and lower costs. 

My research with colleagues at Dartmouth most relevant, however, to three key payment 
reform principles that are embedded in the Commission’s Pathway Two: (1) Ensuring 
that incentives to control spending growth apply to all providers, whether through 
expenditure targets or other means; (2) Striving to reduce regional disparities in spending 
by applying greater pressure on currently high-spending regions; (3) Fostering the 
development of Accountable Care Organizations. 

In the remainder of my testimony, I will briefly summarize the key findings of our 
research on variations in Medicare spending, what we have learned about the likely 
causes of these differences, and then discuss why a focus on fostering organizational 
accountability should be a key part of any payment reform strategy. 

Variations in Medicare Spending 

Over thirty years ago, John Wennberg published his seminal article documenting the 
remarkable variations in practice and spending across small areas of Vermont.' With 
core support from the Robert Wood Johnson Foundation, and more recently from the 
National Institutes of Aging, we applied these methods to the Medicare population and 
found variations of a similar magnitude (Figure 1).'^ Per-capita spending on Medicare 
beneficiaries residing in regions such as Miami, Los Angeles and Manhattan is more than 
60% greater than for those residing in Minneapolis, Sacramento, or Rochester, NY. We 
have now repeated these studies focusing on the chronically ill populations served by 
hospitals and their medical staffs.^' Even among the top 1 5 “Honor Roll” academic 
medical centers (based upon US News and World Reports rankings), we find two fold 
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differences in per-beneficiary spending on severely ill patients. (Figure 2). Most of the 
variation in spending across these institutions is due to differences in the volume (or 
intensity) of services, not to differences in price. 

Two critical questions are raised by these studies. What are the benefits, if any, of higher 
spending across US regions and hospitals? And, what are the causes of the differences 
we observe? 

What are the benefits of higher spending? 

Over the past ten years, we have completed a series of studies examining the implications 
of these differences in spending for the quality and outcomes of care received by 
Medicare beneficiaries (Figure 3). Overall, the technical quality of care, such as whether 
patients receive appropriate initial treatment for their heart attacks or timely preventive 
services, is somewhat worse in higher spending regions and hospitals.^’ ^ Those in higher 
spending regions don’t receive more elective surgery.^ Rather, the differences in 
spending are almost entirely due to differences in what we call “supply-sensitive 
services”: the frequency of visits to physicians, how much time similar patients spending 
in the hospital, and differences in other discretionary services such as imaging, diagnostic 
tests and minor procedures.^’ ® 

Beneficiary satisfaction with care was no better in high spending regions and their 
perceptions of the accessibility of care were somewhat worse in high spending regions.’ 
In terms of health outcomes, we found that mortality rates in higher spending regions and 
hospitals were either no better or slightly worse than in lower spending delivery systems.’ 
Perhaps most worrisome was our finding that spending growth was greatest in hi^er 
spending regions (on average) and that in regions where spending growth was greatest, 
survival following heart attacks improved more slowly over recent years than in regions 
where spending growth was slowest.* 

Studies comparing physicians’ perceptions of their ability to provide high quality care 
present a similar picture. Physicians in higher spending regions are more likely to report 
that the continuity of their relationships with patients and their communication with other 
physicians is inadequate to support high quality care. On average, physicians in higher 
spending regions are more likely to report difficulty providing high quality care.^ 

These findings point to a troubling paradox: within the context of the U.S. health care 
delivery system higher spending is associated with lower quality of care and, on average, 
slightly worse outcomes. 

What are the causes of higher spending? 

Our more recent work has focused on trying to disentangle the underlying causes of the 
differences in spending and spending growth across regions. At this stage it is important 
to distinguish what we know, based on completed research, from what we think we 
know, our current best theory of what explains the findings. 

The evidence 
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Patients’ preferences for care vary slightly across regions, but not enough to explain the 
magnitude of spending differences we see. (For example. Medicare beneficiaries in high 
spending regions are no more likely to prefer aggressive end-of-life care than those in 
low spending regions’®’ ”). And differences in the malpractice environment explain only 
about 10% of state level differences in spending.'^ On the other hand, the local capacity 
of the health care delivery system varies dramatically across regions of differing spending 
levels. (Figure 4) High spending regions have 32% more hospital beds per-capita, 65% 
more medical specialists, and 75% more general internists (data not shown). Moreover, 
it is well known that the current payment system tends to reward high margin services 
(such as invasive cardiovascular procedures) and ensures that any new capacity will 
remain fully utilized. (Lower two panels of Figure 4). Elyria, Ohio, for example, has for 
many years had the highest rates of angioplasty in the United States. A New York Times 
article described how the high financial rewards for performing this procedure led to the 
rapid growth of the cardiology group in Elyria.'^ 

More recently, we have found that physicians’ clinical judgment also varies across 
regions of differing spending levels.(Figure 5) In a study using clinical vignettes, 
primary care physicians in higher spending regions were much more likely to recommend 
discretionary treatments (such as more frequent visits or imaging) than those in low 
spending regions. Where clinical evidence is stronger (as in referral to a cardiologist 
for chest pain and a markedly abnormal stress test), we found no association between 
physicians’ decisions and local spending levels. 

The theory: capacity, payment and clinical judgment in the "gray " areas 

These findings suggest a likely explanation for the dramatic differences in spending 
across regions and the paradoxical finding that higher spending seems to lead to worse 
quality and worse outcomes (Figure 6). Current clinical evidence and principles of 
professionalism are an important, but limited, influence on clinical decision-making. 

Most physicians practice within a local organizational context and policy environment 
that profoundly influences their decision-making, especially in discretionary settings. 
Hospitals and physicians each face incentives that will in general reward expansion of 
capacity (especially for highly reimbursed services) and recruitment of additional 
procedure-oriented specialists. When there are more physicians, relative to the size of the 
population they serve, physicians will see their patients more fi'equently. When there are 
more specialists or hospital beds available, primary care physicians and other specialists 
will learn to rely upon those specialists and use those beds. (It is more efficient from the 
primary care physician’s perspective to refer a difficult problem to a specialist or admit 
them to the hospital than to try to manage them themselves in the context of an office 
visit for which payments have become relatively constrained). 

The consequence is that what appear to be reasonable individual clinical and policy 
decisions (given the current payment system) lead in aggregate to higher utilization rates, 
greater costs and, inadvertently, worse quality and worse outcomes. The key element of 
this theory is that because so many clinical decisions are in the “gray areas” (how often to 
see a patient, when to refer to a specialist, when to admit to the hospital), any expansion 
of capacity will result in a subtle shift in clinical judgment toward greater intensity. 
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Harm could occur through several mechanisms.'^ Greater use of diagnostic tests could 
find more abnormalities that would never have caused the patient any problem (a 
condition referred to as “pseudodisease”). Because most treatments have some risks, 
providing those treatments to patients who don’t need them could cause harm. And as 
care becomes more complex and more physicians are involved, it will be less and less 
clear who is responsible for each aspect of a patients’ care. Miscommunication — and 
errors — become more likely. 

Implications; accountabie care, performance measurement and payment reform 

Although there are a broad array of policy levers that could be brought to bear (see Figure 
7 and the excellent discussion in Chapter 3 of the Commission’s report), this causal 
model suggests that reform efforts should include a focus on fostering local 
organizational accountability for quality and total-per beneficiary costs (through 
comprehensive performance measurement) and eventual payment reform. The model 
also suggests that a critical element of any successful strategy will be to control the future 
growth of capacity -- whether within a local integrated delivery system or at the state or 
national levels. ' 


There are a number of current organizations that could serve as “Accountable Care 
Organizations” (Figure 8) — local delivery systems that are large enough to support 
comprehensive performance measurement, can provide or effectively manage the 
continuum of care as a real or virtually integrated delivery system, and are capable of 
prospective budgeting and planning their resource and workforce needs. These include 
large multi-specialty group practices that own their own hospitals, physician-hospital 
organizations or other large integrated physician practice networks, hospitals that own 
their own physician groups, and, perhaps, the Extended Hospital Medical Staff 
(EHMS).'’ 


The EHMS is an empirically defined (i.e. “virtual”) multi-specialty group practice 
directly or indirectly affiliated with a single hospital. Our analyses of Medicare claims 
data found the following.*’ 

• Almost all physicians can be empirically assigned to a single hospital, based upon 
where they provide inpatient care or where their patients are admitted. 

• Medicare beneficiaries cared for by these physicians tend to receive most of their 
care from within the group, from their affiliated hospital, or from a single other 
hospital and its physicians (often an obvious referral hospital). 

Although there are a number of barriers to the universal implementation of ACOs 
through either the EHMS or other models'*, the advantages of a payment reform strategy 
that included fostering ACOs include at least the following (Figure 9). 


' The evidence reviewed above is also relevant to debates about the physician workforce. 
If low-spending regions can achieve equal or better outcomes and quality than high 
spending regions, we may be able to meet future workforce needs without growing the 
workforce further. 16. Goodman DC. The physician workforce crisis; where is the 
evidence? Health Aff (Millwood) 2005;Suppl Web Exclusives;W5-108-W5-10. 
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(1) Most physicians already practice within relatively coherent real or virtual ACOs. 
Because most physicians already practice within informal practice networks that are more 
or less tightly affiliated with one or more hospitals (as discussed above), modest 
incentives and removal of current legal barriers could encourage them to establish formal 
relationships for the purpose of performance measurement, pay-for-performance rewards, 
shared savings or other gainsharing arrangements that would require little disruption of 
their current referral patterns. 

(2) Effective performance measurement would be more tractable. Current performance 
measurement efforts focused on individual physicians confront numerous difficulties, 
including the narrow scope of quality measures available, potential limitations of episode 
groupers as measures of costs, the difficulty of attributing care to a single physician, the 
lack of performance measures for many specialties, and the relatively small number of 
patients that may be specifically attributable to any single physician. An even more 
important concern is the broader scope of measures that become possible at the level of 
an ACO. The Institute of Medicine’s recent reports on performance measurement and 
pay-for-performance both call for the development of measures that focus on the 
longitudinal experience of Medicare beneficiaries (including measures of total costs and 
health outcomes), as well as measures that directly address the current fragmentation of 
patient care. Measuring at the ACO level increases the number of physicians whose care 
can be assessed (at some level) and the number of patients who contribute to measures 
(Figure 9) as well as the breadth of measures that are feasible. Figure 10 provides several 
examples based upon existing Medicare claims-based measures. But with appropriate 
risk adjustment, measures of health outcomes (such as surgical mortality rates or 
outcomes following acute myocardial infarction) would also be possible. Finally, there 
are important practical advantages: the administrative complexity of data collection 
methods and auditing procedures for 5000 hospitals would be much less daunting than 
those required to collect and audit data on the more than 500,000 individual physicians 
practicing in the United States. 

(3) Measures and incentives could encompass total Medicare program payments. A 
focus on Accountable Care Organizations could (as Figure 1 1 demonstrates) include a 
broader array of spending measures beyond physician services. This particular example 
includes utilization by Medicare beneficiaries cared for within EHMS-defined ACOs. 
Measures include not only spending on physician services, but also hospital spending and 
SNF utilization. Work is currently underway by the Dartmouth Atlas project to add the 
remaining categories (long-stay hospitals, outpatient services, home health and hospice) 
so that these may be presented at the ACO (hospital or EHMS) levels. An advantage of 
focusing expenditure targets on total program payments is that the real problem 
confronting Congress is Medicare spending growth (not just physician spending) and that 
including all Medicare providers imder a revised expenditure target would allow 
Congress to achieve a given budgetary savings with lower relative reductions in any 
specific providers’ incomes. 

(4) ACOs would have the capacity to invest in system improvement and are the right level 
for efforts to control costs. Evidence is growing that health plans and hospitals have 
responded to current public reporting and pay-for-performance initiatives. Large- 
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multispecialty medical groups have also been found to be more likely to invest in 
electronic health records and care management systems. 

The most important reason, however, to focus on ACOs is to establish accountability for 
local decisions about capacity and thus costs. As was discussed above, local decisions 
that influence capacity — capital investments, recruitment, and individual physicians’ 
choices about practice location - are likely to be the first step in the causal chain leading 
physicians to adopt more intensive practice patterns, and to the overuse of supply- 
sensitive services. Figure 12 shows how ACOs defined using the Extended Hospital 
Medical Staff method differed in terms of growth in per-beneficiary spending between 
1 999 and 2003. The lowest spending two fifths of these ACOs grew at less than 5% per 
year, while the highest growth groups had annual increases in per-beneficiary spending 
on physician services of almost 10 percent. Although further analyses are under way to 
explore the causes of these differences, it is likely that the more rapid increases are a 
function not only of increased volume per physician, but also of increases in the numbers 
of physicians providing services or the addition of new diagnostic, imaging or inpatient 
services. Comprehensive measures of longitudinal quality and costs at the ACO level 
would bring the impact of such decisions to light. 

Challenges facing the development of ACOs 

While the potential advantages of fostering the development of ACOs are substantial, 
serious barriers to moving in this direction must be acknowledged. 

The current market. Under a payment system that now largely focuses on controlling the 
prices of individual services, but continues to disproportionately reward high technology 
procedures and those providers who own their facilities or increase their volume of 
services, physician entrepreneurial activity has increased dramatically. The consequence 
has been an increase in direct competition between physicians and hospitals. Reversing 
these trends may be difficult. 

Cultural barriers. Physician practice and professional identity in the United States has 
long been characterized by a high degree of professional autonomy and a culture of 
individual responsibility — both of which are reinforced by current medical training, 
professional malpractice liability programs and payment systems. Although there are 
numerous examples of physicians deeply engaged in collaborating with hospital 
administrators and nurses to improve the delivery of care, these remain relatively isolated 
examples. The notion of accepting a degree of responsibility for the care of all of the 
patients within their local delivery system will be resisted by many physicians. 

Legal obstacles. Legal obstacles to physician-hospital collaboration are substantial, 
especially with regard to sharing the potential financial gains of more efficient care.^ 

Variability in the degree of alignment. Our data reveal substantial variability across 
hospitals in the degree to which physicians and patients are already aligned with a single 
hospital and a relatively coherent medical staff. 
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Moving forward 

It is exactly these practical barriers, however, that make pursuing the notion of the 
Accountable Care Organizations worthy of further discussion and cautious efforts to test 
the ideas more fully. The alternative -- a narrow focus on provider performance 
assessment and pay-for-performance incentives aimed at individual physicians and 
institutional providers — will require overcoming many of the same political and practical 
challenges. But it would also risk reinforcing the fragmentation and lack of coordination 
that characterizes the current delivery system. And any effort that fails to foster 
accountability for future capacity growth will be unlikely to rein in the growth of 
Medicare spending. 

The remarkable differences in spending growth observed across existing empirically 
defined multi-specialty groups reveals that some are already growing at a rate that would 
not imperil the future health of the Medicare Trust Funds. Payment reform should 
include efforts to provide support and incentives that would allow all Medicare 
beneficiaries to receive care from local integrated delivery systems that achieve both high 
quality and a truly sustainable rate of growth. 
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Fi^re 3. What does higher spending “buy*'? 

Compared to die' lowest spending regions, what do residents of higher spending 
regions get for the additional $3000 per beneficiary (in 2000)? 
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Figures. The role of judgment in discretionary settings 


For clinical services where judgment is required and no clear guidelines existt 
physicians in high spending regions are more likely to intervene. 


Percent of patients for whom physicians would 

Low 

High 

Trend 

recommend the intervention in low and hi^ 

Spending 

Spending 

spending regions in each scenario: 

Regions 

Regions 

significant 

Cardiology referral for chest {^ra and 
abnormal stress test 

91 

93 

no 

Drug freatment of hi^ cholesterol witii 
no other risk factors 

44 

53 

yes 

Urology referral for mild symptoms of 
prostatic enlargement 

23 

32 

yes 

MRI for back pain and mildly 
abnormal nerve function 

69 

82 

yes 

Prostate cancer screening test for 60 
year old white male 

68 

78 

yes 

Visit for patient with isolated hi^ blood 
pressure in 3 months or less 

22 

49 

yes 


Sirovidi Archives of Internal hfedictne. 1 65(1 9):2252-6. 2005 Oct 24 
Sirovich, Journal of General Jntemal Medicine; 


Figure 6, Why is spending higher? Why might harm occur? 


Clinical evidence (e.g. RCTs, guidelines) and 
principles of professionalism are a critically important 
— but limited - influence on clinical decision-making. 


Physicians practice within a local organizational 
context and policy environment that profoundly 
influences their decision-making. Payment system 
ensures that existing (and new capacity) is fully 
utilized. 


Consequence: reasonable individual clinical and local 
decisions lead, in aggregate, to higher utilization rates, 
greater cc»te ~ and inadvertently — worse outcomes 


The more complicated care becomes, the 
more likely mistakes arc to occur. 

Hospitals are dangerous places if you don ’t 
need To be there. 


Clinical Evidence 
Professionalism 
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Figure 7. Potential policy levers 


Research priorities (biology vs clinical {wactice) 
Coverage policy 

Performance measurement I Public reputing 

Payment system reform 

Workforce policy (medical schools, GME) 

Recruitment / practice location decisions 
Capital investment (hospital, outpatient) 
Organizational structure (hospital, MD goup) 
Process management (QI, IT adoption) 


Specialty certification 
Graduate Medical Education 
Continuing Medical Education 
HIT for care and datision-support 
Patient / public education and incentives 



Figure 8. Fostering organizational accountability 


Essential attributes of an Accountable Care Organization 

Sufficient size to support comprehensive performance measurement 
Provides (or can effectively manage) continuum of care as a real or virtually integrated 
local delivery system 

Capable of prospectively planning budgets, capacity and resource needs 

Potential Accountable Care Organizations 

Large multi-specialty groxip practices that own their own hospitals 
(Mayo, Virginia Mason, Scott White, Qevelaod Clinic, Partners) 

Physician-Hospital Organizations / Practice Networks 
(Middlesex Health Syst^) 

Hospitals that own physician groups 

(Intermountain Healthcare, many niral ho^ntals) 

Extended Hospital Medical Staff 
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Figure 9. Why focus on developing ACO’s? 

Most physicians already practice svidiln “virtual” ACOs 

Virtually all MDs (95%) and MedksHie bcaeficiaries (93%) can be assigned based on claims data to 
their local hospiM and te medical 

Mist care is alrealy delivered wifliin these virtual multi-specialty groups 
Modest incentives might prom^A l^^sk^ans to establish formal oiigaiuzations tlmt would not have to 
disrupt their current practices patient care. 

Performance measurement is more tractable In the near term 

All physicians could be included in measurement with adequate sample sizes, less 
difficulty in attribution (see Figure 9). 

Diverse and important measures are feasible (see Figure 10). 

Spending measures can include total Medicare payments 

Eith^SGR or shared savings models to have fsoader impact 

Could achieve comparable budgetary savings wkh smaller relative effect on providers ’ revenues 

ACOs more likely to have capacity to invest in improvement: electronic health 
records, care management, etc 


rulierad. Cree&>gAccomial>leCa>vOrgaruzaaofts:7heExtmdeiHa^>iialMecliaUSk^ 
He^9)Af^;PuMishsdaa]rae, 


Figure 10. Attributing care to individual physicians 


If one assigns Medicare beneficiaries to the physician they see most often, many 
physicians will have no patients assigned. Sample sizes are too small to use for 
many important measures. 


Assessed as Individual Physicians 


Among MDs with 
1 + patient assigned 
(n = 254,250) 


Among all MDs 
(n^ 572.637) 


Assessed as members 
of hospital extended stc^ 


Among all MDs 
(n-- 572,637) 


No patients 

0 

56 

0 

1 to 24 

36 

16 

0.3 

25-99 

30 

13 

0.7 

100-499 

32 

15 

1.3 

500 and over 

1 

1 

97.7 


100% 

100% 

100% 
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Figure 1 1 . Diverse performance measures possible 

Among ACOs definai by extraded medical staff me&od and stratified by physician 

spending levels in 2003, average perfoimance \^es little in technical quality, but substantially 
in terms of utilization rates, care transiticms, and spending (in standardized prices)* 



Low 

Spending 

Middle 

High 

Spending 

Ratio High 
to Low 

Mammography 65-69 

47.8 

4S.6 

47.2 

0,99 

Eye exams, diabetes 

39.0 

40.5 

41.5 

1.06 

HBAlc, diabetes 

54.9 

56.5 

54.5 

0.99 

Hospital Discharges§ 

330 

367 

390 

1.18 

SNFstays § 

74.3 

75.7 

81.7 

1.10 

Care transitions 

0.86 

0.92 

0.97 

1.13 

Physician services** 

$2,085 

$2,560 

$3,295 

1.58 

Acute care hospital 

$2,086 

$2,432 

$2,649 

1.27 

* Defined using 2003 stai^ardized payments based upon 

RVUs 




** Physician and hospital spending calculated using standardized national prices 
(^Knding and utilization data are agc-sex-race adjusted) 

net 1000 beneficiaries FisbcreiaL CreiaingAaounubleCiireOrpinEatloiarTlieExleni^Ha^d&ilMeiJkxtlSaff 

" Hedih Aflam; Putdisbed <nliae, 12/05A}6 


Figure 12. Relative growth in spending varies 


Growth in per-beneficiary spending on physician services across ACOs defined by 
Extended Hospital Medici Staff method (n *= 4772) stratified into quintiles 
by magnitude of per-beneficiary growth (1999-2003) 


$4000 


Average 
spendmg*S3000 
on MD services 
per beieficiary 
at EHMS 



Absolute 
increase 
per benef. 

Percent 

increase 

99-03** 

Average 

Annud 

Rate 

$936 

46% 

9.9% 

$675 

33% 

7.3% 

$551 

27% 

6.1% 

$431 

21% 

4.8% 

$198 

10% 

2.4% 


1999 2003 

Using standardized payments, using RVU 
* Percent increase calculated relative to average U.S. 1999 per-beneficiary sperding in 


Older to assess relative contribution to sggr^ate growth. 


Source: Fisher and Gottlieb, MedPAC analyses, December 2006 
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Mr. Pallone. Thank you, Dr. Fisher. Dr. Thames. 

STATEMENT OF T. BYRON THAMES, M.D., MEMBER, BOARD OF 
DIRECTORS, AMERICAN ASSOCIATION OF RETIRED PERSONS 

Dr. Thames. Mr. Chairman, Mr. Deal, thank you very much for 
inviting AARP to testify today. AARP believes that the Medicare 
physician payment system should be changed from one that re- 
wards quality to one that rewards quality. AARP recently con- 
ducted a survey of our members, current and future Medicare bene- 
ficiaries, about their experience with physicians. The vast majority 
report good access to and high levels of satisfaction with their phy- 
sicians but for many the cost of care remains a concern. These 
AARP members represent the nearly 43 million Americans who 
rely on Medicare for their health care coverage. 

Physicians are central to delivery of that care. While we believe 
physicians who treat Medicare beneficiaries should be paid fairly. 
Our members tell us the program must be kept affordable as well. 
Determining how to balance these two needs is a complex yet criti- 
cal policy problem that must be solved for the Medicare program 
to remain strong for future generations. The sustainable growth 
rate system which has been widely recognized as flawed does not 
distinguish between doctors who provide Medicare beneficiaries 
with high quality care and those who provide unnecessary or inap- 
propriate services. Moreover, the SGR has not been effective at con- 
trolling the volume or intensity of services leading to higher Medi- 
care spending and greater out of pocket cost for beneficiaries. 

The monthly Medicare part B premium set at 25 percent of part 
B spending has doubled since 2000. Beneficiaries also face in- 
creased cost sharing obligations and higher deductibles when part 
B expenditures rise. There doesn’t seem to be an end in sight for 
these out-of-pocket increases. Using existing SGR methodology phy- 
sician fees are expected to be reduced each year at least until 2012. 
Under this scenario, we can expect to continue the now annual 
cycle of physician groups lobbying Congress to avoid payment cuts, 
doctors threatening to stop taking Medicare patients, and Congress 
overriding the SGR at the last minute. 

We must find a better approach. AARP believes that ultimately 
the SGR should be replaced with a system that encourages physi- 
cians to provide beneficiaries of the Medicare program with greater 
value for the health care dollar. Medicare beneficiaries need and 
expect their doctors to provide respective treatment. Payment in- 
centives should encourage high quality, not unnecessary quantity. 
A truly sustainable payment system will be built on a foundation 
that emphasizes four key elements; one, information technology; 
two, greater use of comparative effectiveness research; three, per- 
formance measurement including physician resource use; and, four, 
enhanced care coordination. 

My written statement details each of these but before any 
changes to the SGR are made there are a number of factors to con- 
sider. First, ultimately repealing the SGR will be quite costly. A 
transition to a value-based purchasing framework must not be fi- 
nanced at beneficiary expense. Second, we need to make sure bene- 
ficiaries are protected from extraordinary out-of-pocket expenses as 
the system is reformed. One such protection would be a cap on part 
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B premium increases. Another potential option is to limit the total 
part B out-of-pocket costs. Third, elimination of the SGR cannot be 
viewed as carte blanche for physicians to maximize revenues 
through uncontrolled volume. 

Rather, a new payment system should be designed to encourage 
appropriate care. Congress cannot continue to avoid the current 
problem in the part B payment system. Each year we wait the 
problem only gets worse. AARP stands ready to work with Con- 
gress and the physician community to develop a workable solution. 
Thank you, Mr. Chairman. 

[The prepared statement of Dr. Thames follows:] 
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Chairman Pallone, Ranking Member Deal, and distinguished members of the 
committee, my name is Byron Thames. 1 am a member of AARP’s Board of 
Directors and a physician. Thank you for inviting AARP to testify on options for 
improving the Medicare physician payment system. 

AARP believes that physicians are central to the delivery of health care, and that 
Medicare’s payment system should encourage quality and affordable care. 
Today’s hearing focuses on Medicare’s physician payment system. Medicare’s 
current system does not distinguish between those doctors who provide 
Medicare beneficiaries with high quality care and those who provide unnecessary 
or inappropriate services. Moreover, the sustainable growth rate (SGR) system 
has not been effective at controlling the volume or intensity of sen/ices, which 
has led to higher Medicare spending and greater out-of-pocket costs for 
beneficiaries. 

Payment incentives should encourage high quality, not unnecessary quantity. 
AARP supports higher Medicare payments for physicians who provide efficient, 
high quality, patient-centered care. A truly sustainable payment system will be 
built on a foundation that emphasizes four key elements; information technology; 
greater use of comparative effectiveness research; performance measurement 
including physician resource use; and enhanced care coordination. 
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The Doctor-Patient Relationship: What AARP Members Say 

AARP recently conducted a survey asking older Americans - current and future 
Medicare beneficiaries - about their experience with physicians. The vast 
majority of those surveyed report good access to and high levels of satisfaction 
with their physicians, but the cost of care remains a concern. 

Medicare beneficiaries are beginning to feel the impact of the iarge Part B 
premium increases caused, in part, by the many legislative changes that have 
overridden the SGR. Of those surveyed, fourteen percent of beneficiaries said 
that they had to give up something to pay for an increase in their Medicare 
premium. Twenty one percent said they had to cut back on groceries. 

The AARP members surveyed are among the over 43 million Americans who rely 
on Medicare for their health care. Physicians are central to the delivery of that 
health care. AARP believes physicians who treat Medicare patients should be 
paid fairly. But as we have learned from our members, the program must be 
affordable for beneficiaries as well. Determining how to balance these two needs 
is a complex, yet critical, policy problem that must be solved for the Medicare 
program to remain strong for future generations. 

AARP supports long-term reform of the physician payment system. Annual 
short-term fixes simply exacerbate spending growth and only delay needed 
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discussions about how to control rising expenditures. AARP believes the time 
has come to move toward a payment system that rewards physicians for 
providing greater value for health care spending. A recent Institute of Medicine 
report, Rewarding Provider Performance: Aligning Incentives in Medicare, 
concluded that “because the current basic payment systems reward overuse of 
services, use of high-cost complex procedures, and do not acknowledge the wide 
variations in quality across providers, . . . payment reforms are needed now to 
recognize care that is of high clinical quality, patient-centered, and efficient.” 

We couldn't agree more. All Medicare beneficiaries must have access to 
physicians who provide high quality care. At the same time, beneficiaries need 
to be protected from extraordinary out-of-pocket costs. 

Overriding the SGR: Direct Financiai Consequences for Beneficiaries 

The SGR system, designed to keep spending in line with an overall target, was 
viewed as necessary to address unchecked increases in the volume of physician 
services. Since 2002, actual spending on physician services has exceeded the 
SGR target, thereby triggering reductions in physician updates. With the 
exception of 2002, however. Congress has consistently voted to override this 
mandated reduction in response to physician concerns. 
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Unfortunately, each time Congress overrides the SGR there is a direct cost for 
Medicare beneficiaries. That’s because by law, the monthly Medicare Part B 
premium is set at 25 percent of Part B spending. The Part B premium has 
doubled since 2000 - due in part to the payment increases for physicians (see 
chart). 


Part B Premiums More than Double Since 2000 



2000 2001 2002 2003 2004 2005 2006 2007 

Source; 2006 Medicare Trustees Report AARP FeOttralAffiitrs 

FaOrvBry 19, 2007 


Beneficiaries again face large increases in their 2008 premiums due to a 
convergence of three factors. First, the congressional action taken late last year 
to avert a physician pay cut in 2007 will not affect the beneficiary Part B premium 
until next year because the 2007 premium had already been calculated. Second, 
other factors will put additional upward pressure on Part B premium cost growth 
for 2008 (e.g., growth in Medicare outpatient spending, expenditures for 
physician-administered drugs, and Medicare Advantage payments, which exceed 
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costs in traditional Medicare by approximately 12 percent, on average). Third, if 
Congress acts again this year to prevent a reduction in physician payments - 
estimated by the Congressional Budget Office at 10 percent - these additional 
costs could also be rolled into the 2008 beneficiary premium. 

Increased costs to beneficiaries are not limited to premiums. Cost-sharing 
obligations - which usually reflect 20 percent of Medicare’s payment - also jump 
each time provider reimbursement rates increase. For each increase of $10 
billion in physician payments, beneficiary coinsurance amounts increase roughly 
$2 billion. In addition, the increased Part B spending also leads directly to a 
higher Part B deductible. Since 2005, the annual deductible has increased along 
with per capita Part B expenditures. 

The Medicare program must be kept affordable to remain true to its intent. When 
it was created in 1965, more than half of older Americans were uninsured and 
they were the population most likely to be living in poverty. Today, about 50 
percent of Medicare beneficiaries have incomes below $15,000, and the median 
income for an individual between the ages of 65 and 69 is less than $30,000. 

The average older person already spends about one quarter of his/her income on 
health care. This does not include the additional, and often substantial, costs of 
services that Medicare does not cover - including long-term home and nursing 
home care. If Part B premiums and cost-sharing continue to escalate, many 
more beneficiaries will find it increasingly difficult to pay for the care they need. 
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Each time the SGR is overridden, the price tag beneficiaries pay in the long run 
increases. Due to the cumulative nature of the targets, physician payment 
updates in future years must be lowered to offset the accumulated excess 
spending and to slow expected spending for the coming year. As a result, under 
the SGR methodology, physician fees are expected to be reduced each year at 
least until 201 2. Under this scenario, we can expect to continue the now annual 
cycle of physician groups lobbying Congress to avoid these payment cuts, 
doctors threatening to stop taking Medicare patients, and Congress overriding 
the SGR at the last minute. We must find a better approach. 

Alternatives to the SGR: MedPAC’s Report to Congress 

MedPAC released a new report on March 1 that examines alternatives to the 
current SGR. As requested by Congress, MedPAC studied the implications of 
moving from a single, national SGR to five potential sub-national target systems 
that would be based on: geography, type of service, group practice, hospital 
medical staff, and outliers. We commend MedPAC for providing a thorough 
examination of each alternative’s advantages and disadvantages. 

From the beneficiary perspective, we believe the outlier option holds the most 
promise for higher quality at a lower cost to the Medicare program. One of the 
major advantages of the outlier approach is that it would allow the Medicare 
program and others to learn from those physicians who use fewer resources 
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while maintaining a high level of quality. It is important to better understand the 
differences between inappropriate volume growth and appropriate growth (e.g., 
from technology changes that improve care for patients). This information could 
be used to identify best practices for the treatment of specified patients and 
conditions. An outlier policy could also promote individual physician 
accountability. It does not require a large scale restructuring of the existing 
physician marketplace and could be used to measure most physicians in the 
United States. 

Similarly, as MedPAC notes, encouraging specific actions, such as care 
coordination or investment in information technology, may be more successful 
than varying reimbursement levels based on a physician’s specialty, or region, or 
practice type. 

MedPAC presents two alternative paths for Congress to consider for paying 
physicians in the Medicare program. The first path would be to repeal the SGR 
and pursue policy approaches for improving the value of the Medicare physician 
payment system. The second path would be to retain some type of expenditure 
target - applied to all Medicare providers, calculated at a geographic level. 

Medicare’s experience with the SGR has not proven to be successful and 
beneficiaries have borne the financial penalty in higher out-of-pocket-costs. As 
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MedPAC noted, it is a flawed system that inappropriately influences clinical 
decisions about where and how many services are provided. 

Clearly, the SGR has not been effective at controlling the volume of physician 
services. According to the Government Accountability Office, from 2000-2005, 
while Medicare physician fees rose by 4.5 percent, program spending on 
physician services grew by nearly 60 percent. On a per beneficiary basis, 
spending for physician services grew by approximately 45 percent. 

Many experts have concluded that one of the SGR system’s fundamental flaws is 
its assumption that physicians would act collectively - on a national level - to 
control the volume of service. MedPAC concluded in 2002 that, “if anything, an 
individual physician has an incentive to increase volume under such a system.” 

The SGR does not distinguish between those doctors who provide high quality 
care to beneficiaries and those who provide unnecessary services. In fact, 
physicians providing the most efficient care are penalized under Medicare’s 
current payment system while a physician who orders more tests or performs 
more procedures than are indicated is paid more. 

The volume performance standard, which was used to set Medicare fee updates 
from 1992-1997, was eliminated because of concerns about how it distorted 
payments for one service relative to another. It is not clear that a new form of 
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expenditure target will be any better for beneficiaries or Medicare, and another 
administratively-complex formula could lead us down yet another time- 
consuming and failed path of unintended consequences. As MedPAC warns in 
its executive summary, “the risk that a formulaic expenditure target will fail and 
have unintended consequences is substantial.” 

For these reasons, the first path outlined by MedPAC may have more promise. 
AARP believes Congress and CMS should focus their efforts on redesigning the 
payment incentives to promote quality and encourage efficiency. Congress 
should not abandon its emphasis on controlling expenditures, but it should put its 
energy into finding strategies that encourage better, more efficient, and patient- 
centered care. 

There are a number of factors to consider. First, ultimately repealing the SGR 
would be quite costly. A transition to a value purchasing framework must not be 
financed at beneficiary expense. Therefore, some kind of transition may be 
necessary. Second, we need to make sure beneficiaries are protected from 
extraordinary out-of-pocket expenses as the Part B payment system is reformed. 
One such protection would be a cap on Part B premium increases. Congress 
could stipulate that the Part B premium could only increase by a certain 
percentage, dollar amount, or a five-year average. While beneficiary premiums 
would still increase, the increases would be limited, and beneficiaries would be in 
a better position to plan their monthly expenses. 
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Another potential option is to limit total Part B out-of-pocket costs. Unlike many 
health insurance policies available to younger Americans, Medicare has no 
catastrophic limit for cost-sharing. Protecting sicker beneficiaries who are more 
vulnerable financially is critically important. 

Third, elimination of the SGR cannot be viewed as carte blanche for physicians 
to maximize revenues through uncontrolled increases in the volume of services. 
The volume of unnecessary services in Medicare remains a problem - in terms 
of the quality of care provided, the added cost to beneficiaries, and the rate of 
growth in Medicare spending. A new physician payment system should be 
designed to encourage appropriate care and prevent unrestrained volume. 

Congress cannot continue to avoid the current problem in the Part B payment 
system. The annual physician payment fixes Congress has enacted since 2003 
have created an increasingly bigger hole which will become harder to climb out of 
as each year passes. We believe the time to act is now. AARP stands ready to 
work with Congress and the physician community to develop a workable solution. 

Changing the Incentives to Promote High Quality 

AARP also believes Congress needs to change the incentives in Medicare’s 
physician payment system to promote quality and encourage efficiency. We 
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recommend Congress focus its efforts on four key areas: encouraging 
widespread adoption of health information technology; expanding the use of 
comparative effectiveness research; utilizing performance measurement 
including physician resource use; and enhancing care coordination. 

Information Technology - AARP believes health information technology (HIT) 
has enormous potential to both improve quality and eventually lead to lower 
costs throughout our health care system. Yet the United States lags far behind 
most industrialized nations in maximizing its potential benefits. According to the 
Commonwealth Fund, only about one-fourth of U.S. primary care physicians 
report use of electronic medical records, compared with nine of ten primary care 
physicians in the Netherlands, New Zealand and the U.K. 

Among the many advantages of HIT, it could: help providers coordinate care 
across settings, reduce errors and duplicative services, support clinical and 
patient decision making, improve communications between doctors and patients, 
and help to foster patient management of their health conditions through ready 
access to their personal information. Finally, HIT could create “virtual” integrated 
delivery systems without requiring formal mergers or affiliations. 

Expand Comparative Effectiveness Studies and the Clinical Evidence Base - 
Consumers, providers, and purchasers need objective, credible, evidence-based 
information to help them make good health care decisions. Congress recognized 
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this need in section 1013 of the Medicare Modernization Act of 2003 by 
authorizing $50 million for head-to-head comparisons of treatment options. To 
date, the Agency for Healthcare Research and Quality (AHRQ) has received only 
$15 million for 2005 and $15 million for 2006 - far below the authorized amount. 
Congress should provide AHRQ, at a minimum, with $50 million in FT 2007 for 
comparative effectiveness research and begin to look at expanding the 
opportunities for both financing and using this research. 

Comparative effectiveness research is a way to compare drugs within a 
therapeutic class, similar procedures, or drugs versus procedures to determine 
which treatments are most effective. In addition, as the MedPAC report notes, 
comparative effectiveness research could also be used to help “prioritize pay-for- 
performance measures, target screening programs, or prioritize disease 
management initiatives.” This type of research could improve the overall quality 
of health care delivery and patient outcomes while reducing inappropriate, 
inefficient, and ineffective care. There is a clear need for a significant 
government role in paying for this important evidence, since Medicare and other 
federal programs stand to benefit (over 40 percent of health care is paid by the 
federal government) from having a stronger base of evidence on which to make 
payment and other decisions. 

Performance Measurement - Physicians who report quality measures will 
receive bonus incentive payments in 2007 under the Tax Relief and Health Care 
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Act of 2006. These quality reporting efforts begin to move Medicare in the 
important direction of providing better quality and more value for beneficiaries. 

Pay-for-reporting represents a first step and the initial Centers for Medicare and 
Medicaid Services (CMS) list of quality measures for the Physician Voluntary 
Reporting Program - now referred to as the Physician Quality Reporting Initiative 
- is a starting point for a discussion. However, there is still substantial work to be 
done on the quality measures themselves so that when we actually pay-for- 
performance there will be rigor in the process to justify spending Medicare 
resources on this initiative. 

For pay-for-performance to be successful in improving care for beneficiaries, 
AARP believes Medicare should focus first on high cost, highly prevalent 
conditions for which valid, reliable measures exist (such as for diabetes and 
congestive heart failure) as well as on efficiency and resource use and care 
coordination. While it is important that all physicians participate in the program 
eventually, this should not be CMS’s first priority. The top priority should be 
improving health care for Medicare beneficiaries and giving them value. Let’s 
start with good measures that can effectively assess performance across the 
high priority areas that have been identified. 

AARP believes that the federal government must financially support the 
development of performance measures. Improving health care should be 
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considered a public good and we will not be able to improve quality unless we 
have valid and reliable measures to assess what we are doing. Measures should 
be vetted through an open forum with meaningful consumer input (such as the 
National Quality Forum). 

There are many gaps in our ability to assess health care quality. These gaps 
must be filled as quickly as possible. We need to improve risk adjustment 
methods to remove any incentives doctors may have to avoid patients with 
multiple chronic conditions, or inadvertently penalize providers in underserved 
communities. 

Performance assessment must include resource use and efficiency. 

Researchers at the Dartmouth Medical School have found that regions of the 
United States with the highest health care spending do not appear to have sicker 
patients or better outcomes than regions with lower spending. They estimate 
that Medicare could reduce spending by at least 30 percent, while Improving the 
outcomes of care, if the physicians whose practice styles are the most resource 
intensive (i.e., they order more diagnostic senrices and procedures) reduced the 
intensity of their practice. In its discussion of an outlier policy and measuring 
resources and providing feedback, MedPAC provides convincing arguments for 
why CMS should measure physicians’ resource use over time and provide the 
results to physicians. AARP strongly recommends that CMS adopt this 
recommendation, especially if the SGR is eventually repealed. It is critically 
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important that the Medicare program continue to focus efforts on ways to help 
physicians practice most appropriately. We would hope that the information 
could eventually be used to help beneficiaries identify those physicians who 
deliver high quality care. It could also eventually be used to help design payment 
policies. 

Enhancing Care Coordination - Finally, we should focus again on the doctor- 
patient relationship, a relationship of great importance to most AARP members. 
Under Medicare’s current physician payment system, physicians who conduct 
procedures receive higher compensation than those who diagnose and manage 
complex problems. Doctors who spend time with their patients and their family 
members to discuss treatment options are reimbursed at much lower rates. For 
example, the national average Medicare reimbursement for placement of two 
coronary artery stents via cardiac catherization was $1 ,012 in 2002; a two-hour 
family meeting was reimbursed on average between $75 and $95. It should be 
noted that national comparisons conducted by Dartmouth researchers indicate 
that communities with more robust primary care provide lower cost, higher quality 
care. It is clear that the mix of physicians in a community has a direct impact on 
quality and cost. Moreover, patients report more care coordination problems the 
more specialists they see. 

As the MedPAC report emphasizes, the Medicare program could improve the 
efficiency of health care delivery by increasing the use of primary care services 
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and encouraging coordination of care. Coordination of care is important for 
individuals with multiple chronic conditions and especially as individuals move 
across care settings. AARP believes that Medicare’s payment methods should 
be changed to create incentives in the fee-for-sen/ice system to better coordinate 
care so that beneficiaries receive the best care possible. In addition, other 
practitioners, such as nurse practitioners, physician assistants, and advanced 
practice nurses, might help fill this growing gap of primary care and needed care 
coordination. 

Treatment of chronic illnesses accounts for the majority of health care 
expenditures, including those of the Medicare program, yet the traditional 
Medicare system is not designed to prevent complications. For example, a 2003 
study by Elizabeth McGlynn of the quality of care delivered to adults in the U.S. 
found that only 24 percent of people with diabetes had their blood sugar 
appropriately monitored, and 45 percent of people presenting with myocardial 
infarction received the proper medications known to reduce deaths among 
patients suffering from this condition. Medicare beneficiaries - whether they 
choose managed care or traditional Medicare - should have access to better 
chronic care management. 

Recently enacted Medicare legislation has expanded the number and type of 
Medicare demonstration projects to examine the impact of various strategies for 
improving the coordination of care for beneficiaries with chronic conditions in 
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traditional Medicare, such as the Medicare Health Support demonstration, the 
Physician Group Practice demonstration, and the new Medical Home 
demonstration. 

AARP supports developing comprehensive, coordinated approaches to financing 
and delivering a wide range of needed care to chronically ill people. We hope to 
see effective strategies of this kind applied to the broader Medicare beneficiary 
population soon. 

Conclusion 

In conclusion, millions of AARP members depend upon Medicare every day. 
They need access to the best quality care and the physicians who deliver it. And 
they need that care to be affordable. The SGR system has not successfully 
controlled physician spending. To help keep Medicare affordable for 
beneficiaries today and financially strong into the future, AARP believes the 
incentives in the current physician payment system need to be changed to 
promote quality and encourage efficiency. We look forward to working with you 
and your colleagues to address this challenge. 
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Mr. Pallone. Thank you, Dr. Thames. I will start off recognizing 
myself for 5 minutes of questions, and I wanted to ask Mr. 
Steinwald a couple questions. You mentioned how in the GAO 
study you were judging doctors against their peers in the commu- 
nity, and obviously medicine traditionally follows that local stand- 
ard of practice. In other words, doctors are judged against their 
peers in the community. But when you compare doctors in the com- 
munity did you still find significant variations in the use of services 
for similar beneficiaries? 

Mr. Steinwald. Yes, we did, Mr. Chairman. We divided all bene- 
ficiaries into 31 different risk categories so we were really trying 
to hold their health status constant. And then within each one of 
those categories we took the top 20 percent of beneficiaries who 
were spending the most holding risk constant, and we do find vari- 
ations within the community on how those patients are treated. As 
I said before, we found that there tends to be clustering of those 
expensive patients among a subset of doctors in the community. 
The amount of clustering varies from one metropolitan area to an- 
other. 

Mr. Pallone. Now what areas had the most of the outliers, the 
doctors that were providing extra care or whatever prescribing 
more services than is normal, what areas did you find had the most 
of those? 

Mr. Steinwald. Well, we selected 12 metropolitan areas so we 
don’t have a survey of the entire country. Of the 12 Miami metro- 
politan area is what was by far the most extreme, and I think sec- 
ond was Baton Rouge. And then there are others. As I say, all had 
some of these doctors but others were less than those two. 

Mr. Pallone. Did you find that there were any characteristics 
that the outliers had in common across the 12 regions that you 
studied or those 12 metropolitan areas? 

Mr. Steinwald. I should have said that we were only looking at 
generalists, not specialists in that study. 

Mr. Pa ll one. OK. 

Mr. Steinwald. And we don’t have measures of how they differ 
from one another. We do have some measures of how their patients 
differ though. And, for example, we found that the patients of these 
doctors tend to me more frequently hospitalized and especially 
more frequently hospitalized multiple times in a year. 

Mr. Pallone. OK. In your testimony you note that CMS has the 
tools to identify the outliers, but I mean if they have those tools 
why are they doing it? Is it a legislative barrier? Is it something 
that Congress has to do to help them move forward? 

Mr. Steinwald. CMS currently has tools that it uses principally 
in its program integrity efforts to detect fraud and abuse. What we 
are suggesting that they think about doing goes far beyond just de- 
tecting fraud and abuse, and if they were in fact to consider doing 
some of the things that the other payers I mentioned do, they 
would almost certainly need new legislative authority for that pur- 
pose. 

Mr. Pallone. OK. Thank you. Thank you, Mr. Steinwald. I want 
to ask Dr. Fisher, in your opinion what role does information play 
in insuring proper utilization and accurate payment rates? In other 
words, should we be alerting physicians who are outliers with re- 
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gard to the utilization use? Should that information be public or re- 
main private? I know these are touchy issues but what is your 
opinion on it? 

Dr. Fisher. The role of information is absolutely critical. I high- 
light two areas that you haven’t mentioned, the need for compara- 
tive effective research and performance measurement, but focusing 
specifically on the kinds of individual provider profiling that are 
being discussed and were highlighted in the GAO report. I think 
the key question is around the validity, accuracy, and meaningful- 
ness of the measures that are used to profile the physicians. When 
those measures are meaningful and can be fed back to physicians 
that provide useful information to physicians and there is good 
data from a variety of studies over the last 30 years then physician 
feedback and performance information is a useful way to help phy- 
sicians move toward the middle. 

It will not, however, address the problem of underlying increases 
in health care costs. It will help improve physician practice. It may 
bring physicians back toward the middle of the mean but the prob- 
lems between Miami and Minneapolis is the mean is that they are 
different in the averages, and most of the clinical decisions that 
physicians are making are subject to substantial clinical judgment, 
cannot be specifically judged to be inappropriate, so the challenge 
is how to guide local delivery systems to improve the overall effi- 
ciency of care. 

If there were one hypothesis I would have about why physicians 
or high cost physicians are clustered together is we know well from 
our work comparing academic medical centers across the country 
that the patients who were cared for by some academic medical 
centers within Los Angeles or within Miami are treated very dif- 
ferently by the physicians who work within that particular system, 
and what we believe is the driver of the differences in cost between 
a high cost hospital and Miami and the lower cost health system 
is Miami in terms of per beneficiary cost is the relative capacity of 
that system, how many hospital beds they have or beneficiaries 
they serve because physicians and hospital physicians will rely on 
the beds if they can get their hands on them because it is easier 
for us to manage our patients when we have access to a hospital 
bed. 

Mr. Pallone. So you wouldn’t want to draw any broad conclu- 
sions about how or what information we should provide to physi- 
cians or whether we should make information public or remain pri- 
vate. You have to look at a lot of different situations. 

Dr. Fisher. I think feedback to physicians with good measures 
is very important. I think public release of that information at the 
individual physician level is not likely to be helpful. Neither 
MedPAC nor the Institute of Medicine was willing to talk about re- 
lease of information. It depends a lot on the information that you 
are releasing, information on how patient-centered care, how effec- 
tive a physician is at providing patient-centered care. That may 
well be important to release at the individual physician level, who 
has got good manners, who listens to their patients. 

Resource use measures are much more complicated than the 
technical issues around those, and measurement and attribution at 
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the individual physician level remain a controversial measurement 
issue that I think is not yet ready for public release. 

Mr. Pallone. ok. That is helpful. Thank you. Mr. Deal. 

Mr. Deal. Thank you. I am going to try to see if I can put to- 
gether some pieces of what everybody has said here and see if we 
can come up with some general idea of where we can head if we 
have the courage to approach designing a new system. And I guess 
I would start with the four ingredients that Dr. Thames has out- 
lined briefly, information technology, greater use of comparative ef- 
fectiveness research, performance measurements including physi- 
cian resource use, and enhanced care coordination. The other two 
gentlemen, do you both agree that those are essential ingredients 
of whatever we try to design? 

Dr. Fisher. Sure. 

Mr. Steinwald. Yes. 

Mr. Deal. And I think that is also consistent with what we 
heard from MedPAC as to the general categories of that. Now when 
we go beyond that we have some real problems with how we design 
something, and let me focus in on that. Dr. Fisher, you said volume 
of services is one of the primary ingredients of driving costs up, 
and this is pretty self-explanatory, I think. If we go to a system 
like an accountable care organization, I presume the idea would be 
that if we are going to set spending targets that instead of it being 
a national spending target we would begin to segment that down 
into the minutia of even these accountable care organizations hav- 
ing a set target for themselves, would that be sort of the concept? 

Dr. Fisher. MedPAC has talked about a concept that would have 
the target at a regional level with shared savings models for the 
accountable care organizations within those and others subject to 
the expenditure target. 

Mr. Deal. We would probably have to do it that way to start 
with anyway. 

Dr. Fisher. Yes, but I think the fundamental notion of trying to 
have the incentives aligned so that accountable care organizations 
could benefit from doing all of those four things and reducing the 
cost of care that they would receive some of the savings when they 
achieved that. That is the fundamental notion. 

Mr. Deal. But it is this cohesiveness and coordination of care 
that we are trying to emphasize. Now in that regard if we return 
to looking at getting into health IT that we did not finalize last 
year one of the big sticking points was the grants and how big the 
grant program is going to be, et cetera. It would seem to me that 
if we want to do something here that implements that then maybe 
in the grants for health IT they ought to be centered in organiza- 
tions such as this that would give you an overall arching informa- 
tion base rather than just piecemealing it out into pieces that are 
disjointed. Does that have some sense to it? 

Dr. Fisher. I would certainly agree with that. 

Mr. Deal. Because that is one of the key ingredients that we sort 
of all agree to is information technology. OK. Obviously in what- 
ever we set as goals, we have to balance the cost versus quality of 
care and the great irony as your study shows is that you don’t 
reach the conclusions that you would normally expect that greater 
costs reach greater efficiencies. In fact, it may be exactly the oppo- 
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site of that. Let us then try to take what GAO looked at in the pri- 
vate sector with regard to what they do, and I presume these are 
PPOs, these are managed care organizations, and so forth, is that 
right? 

Mr. Steinwald. Yes, a wide range of organizations ranging from 
traditional insurers to some government-sponsored programs. 

Mr. Deal. OK. But if we are going to begin with these account- 
able care organizations, them being the umbrella organization that 
sort of manages and has responsibility for containing cost and in- 
suring quality of care, are some of the principles that Mr. 
Steinwald said that the private sector is doing applicable to them, 
and the ones that sort of jumped out at me was giving the enrollees 
some financial incentive to see physicians in particular tiers that 
meet certain criteria. Now I don’t know how you do that, but is 
that something that could be translated into this sector. Dr. Fish- 
er? I suppose I will ask you. 

Dr. Fisher. I believe it could. I would probably set it up if I were 
a health care czar so that you had several accountable care organi- 
zations within a community and patients would be given informa- 
tion about the quality and cost of care there which might influence 
both their part B premiums and might encourage them to choose 
the higher quality and lower cost systems. 

Mr. Deal. Incentivizing. 

Dr. Fisher. Incentivize. 

Mr. Deal. If it is going to affect their premiums, is it going to 
affect their premiums in the aggregate which is the way we com- 
pute premiums now or are we going to approach the concept of pre- 
mium allocations based on the efficiencies within an area. 

Dr. Fisher. That is a question I probably can’t answer. I can’t 
think quickly enough to give you an intelligent answer. 

Mr. Deal. Mr. Steinwald. 

Mr. Steinwald. Well, the payers that we looked at were mostly 
tiering for co-payment purposes so the co-payment might be less 
when they go see a doctor that is gauged to be high on performance 
measures than if they saw other doctors. 

Mr. Deal. Could we make that work in a Medicare system? 

Mr. Steinwald. I think every idea ought to be on the table be- 
cause the situation that you face is serious enough. It couldn’t be 
done under current law but I think it could be considered. And let 
me add one thing. It is hard to find much good news in this discus- 
sion and from the previous panel as well, but one thing that Dr. 
Fisher pointed out that I think could be viewed that way is that 
quality and efficiency are not enemies. You can’t have only one of 
them. His research and his organization has shown that very often 
good quality and efficient care go together. The question is how do 
we encourage more within our health care system. 

Mr. Deal. Let me take probably the most difficult of what the 
private sector does and ask if it could be applied to a reformed 
Medicare system and that was excluding inefficient physicians from 
the network. We have concentrated our concerns about doctors who 
are voluntarily leaving the system because the inadequacies and 
inequities of the current system put those pressures on the good 
doctors and many of them are the ones that are leaving. Can we 
make a system that basically puts the pressure in the opposite di- 
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rection like the private sector does of saying that if you don’t meet 
certain criteria you don’t qualify to serve Medicare patients. 

Dr. Fisher. It seems to me there are two parts to that question. 
The technical part is that it is feasible to do it. With good measures 
it will he feasible to define those providers who could be limited 
and are restricted and not allowed to participate in the Medicare 
program. The second problem is a political problem and that would 
not be one that I could easily answer and that you would have to 
address. 

Mr. Deal. It also means that you got to make the Medicare pro- 
gram financially incentivized enough so that doctors want to stay 
in the system and it is something they want to participate in. 
Thank you, Mr. Chairman, for being lenient with me. 

Mr. Pallone. Thank you. Dr. Burgess. 

Mr. Burgess. Well, just very briefly, either Mr. Steinwald or Dr. 
Fisher, to carry Mr. Deal’s logic a little bit further, is there a risk 
of driving out the good physicians if these types of principles are 
applied unevenly or in an non-even handed fashion where you only 
ended up with the poor performers? 

Mr. Steinwald. Well, you certainly want to have good, credible 
measures, and it is one thing to do a statistical analysis of the kind 
that we did, but if you were going to take that information and 
really apply it more stringently than the program currently does, 
I think you would want to supplement it with additional informa- 
tion at the individual physician level. So it is essential that the 
measures be good, credible, and fair. 

Mr. Burgess. Since I can’t always count on the chairman giving 
me the extra minute that he gave Mr. Deal, let me go kind of 
quickly. Mr. Steinwald, you talked about insuring that the incen- 
tives applied to all providers. Were you speaking strictly of physi- 
cian providers or were you talking about all parts of what should 
be an integrated Medicare system where hospitals, HMOs, part D 
pharmaceuticals would all be considered as part of that financial 
landscape? 

Mr. Steinwald. Our approach was different from the one that 
MedPAC adopted. What we were suggesting is that physicians be 
profiled but not just for services that they provide themselves but 
for a full range of services. Research generally has shown about 20 
percent of spending is for physician services but they control some- 
thing like 90 percent so it is their decisions to admit to the hospital 
and refer to other services accounts for that other spending. 

Mr. Burgess. Just briefly on the ACOs, Dr. Fisher, you said in 
some cases that may be a hospital in a medium size community. 
If you are going to use the AGO to help you with the technology 
platforms that are going to be available, how do you get around the 
star clause? We wrestled with that last time and never really got 
past go with that. 

Dr. Fisher. There are a number of serious barriers to moving 
forward with ACOs, among them the legal barriers to collaboration 
among hospitals and physicians. Those would have to be addressed 
and Gayle Lewinsky has written a nice piece in Health Affairs 
about some of the challenges around addressing gain sharing, and 
the importance of doing so in order to improve care collaboration 
and care coordination. There are other barriers as well but obvi- 
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ously some legal changes would have to take place if you were to 
have independent physicians collaborating with hospitals under the 
current legal model. 

Mr. Burgess. If that were the model in a medium sized commu- 
nity where I practiced for over 25 years was a community of 60,000 
with an HCA hospital right in the middle of, so presumably that 
by default would be looked to as the AGO. How is the accountabil- 
ity then governed? 

Dr. Fisher. I think the challenges of defining the legal structures 
of the physician organization are substantial but there are models, 
physician hospital organization which emerged in the early 1990’s 
and then quickly died as capitation was eliminated, independent 
practice association models where the physicians could 

Mr. Burgess. And that was not without financial pain, let me 
just underscore. 

Dr. Fisher. I understand. But the notion of trying to create some 
form of physician group accountability and shared opportunity to 
gain 

Mr. Burgess. And that is exactly the point. Does that account- 
ability derive from the HCA hospital in the middle of the commu- 
nity? 

Dr. Fisher. There are models and some of them are discussed in 
our testimony and in the Health Affairs article, and I would be 
happy to provide those, where hospitals own physician groups, 
where physician groups 

Mr. Burgess. I don’t think you can do that in Texas, that we 
have a lot of corporate practice of medicine. But if the hospital is 
the notice of that accountability then the physicians surrounding 
the hospital while, yes, they make up the medical staff, and, yes, 
they are responsible for the bulk of the decisions about what medi- 
cal services to utilize it is ultimately the hospital answerable to its 
owners and boards off site that is going to be the entity to which 
Medicare is responding for that accountability. That is, if a bonus 
is paid it is paid to the hospital, not necessarily to the physicians 
that surround the hospital if their network is so loose that there 
is not an identifiable physician’s organization. 

Now if there is an identifiable physician’s organization we also 
get into some difficulty with the anti-trust statutes as they exist 
today because as you know we are not allowed to talk to each other 
about what we would or wouldn’t accept as fair and reasonable 
compensation for a medical service or hauled up before the FTC 
downtown, and while we will eventually get off it costs us $250,000 
in legal fees and we are all scared to death of taking that on. Is 
that something that you are looking at with the development of the 
AGO model? 

Dr. Fisher. We are talking with a number of people about how 
to try to move it forward effectively, and there are lots of legal bar- 
riers, technical barriers and social and cultural barriers to moving 
it forward but our general sense is that among all of the strategies 
that are out there for improving both the quality and costs of care 
fostering better collaboration and coordination among physicians 
and between physicians and other providers within the community, 
not just hospitals but also nursing homes is an important one to 
consider. 
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Mr. Pallone. Dr. Burgess, we are going to do a second round. 
We are going to come around again so one more time. 

Mr. Burgess. My minute over isn’t up yet. 

Mr. Pallone. I know, but you will have another 5 minutes so let 
us move on. This will be the last round. We haven’t asked you. Dr. 
Thames, too many questions so I want to ask you a question. You 
are aware CMS has embarked on a voluntary pay for performance 
system for physicians in Medicare, and this program asks all physi- 
cians to report on a number of measures intended to measure and 
improve quality. Of course, now we have the financial incentive to 
do so but this did exist, this system previously, and the results so 
far have been paltry due to lack of participation. That might 
change maybe with the financial incentive. But I wanted to ask 
from your perspective, are there certain modifications that AARP 
believe should be made to CMS’ current pay for performance efforts 
with regard to how they are focused? 

Dr. Thames. Well, sir, we think that the measures that are going 
to be used ought to be vetted where particularly say vetted through 
the national quality forum because it not only has providers but it 
has purchasers and it has consumers so that the measures that you 
get are valid. Now we are going to have to see since it is a new 
program and I understand not starting very well now whether be- 
fore the end of the year those incentives really get you the informa- 
tion that you need. 

Mr. Pallone. You want it changed and refocused, if you will, on 
these high cost, highly prevalent conditions for which you have the 
valid 

Dr. Thames. Yes. We want it focused on those chronic diseases 
that cost the most money in order to get the information that is 
most valuable to us sooner. 

Mr. Pallone. OK. I was just going to ask him but I see you are 
kind of twitching there. Did you want to say something. Dr. Fisher? 

Dr. Fisher. I am nodding my head saying I agree. 

Mr. Pallone. All right. Thank you. That is all I have. Mr. Deal. 

Mr. Deal. Let me revisit one of the other things that. Dr. Fisher, 
I think your research indicates, and that is that just as nature ab- 
hors a vacuum in the medical field empty beds abhor a vacuum, 
new imaging equipment abhors a vacuum when it is not being 
used, and specialists abhor a vacuum when their services are not 
being called on, so your high cost is in part attributable to those 
areas that have more bed space in the hospitals, more specialists 
in the community, and I presume if we were to branch it on out 
into the imaging more high cost imaging equipment in the commu- 
nity. All of that leads to an escalation of cost, is that correct? 

Dr. Fisher. That is correct. 

Mr. Deal. OK. How do we get a handle on that part? I want to 
give you a specific example. My state has been a certificate of need 
state in Georgia. My legislature is in serious debate right now as 
to whether or not to repeal it in its entirety or at least partially, 
and I don’t know how to predict what the outcome of that will be. 
In looking at the chart even though mine is a black and white 
chart, and the color coding I have a little bit of difficulty decipher- 
ing, I still think we are probably one of those high cost states even 
with out certificate of need law. 
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Now we allowed the moratorium on specialty hospitals to expire 
last year. I was not one of those who favored allowing that to hap- 
pen because I think we will see this vacuum that I just alluded to 
probably increase as more specialty hospitals come on line. Do you 
have any of you have any suggestions as to how should we ap- 
proach that? Should we take a hands-off approach, which now ap- 
pears to be pretty much what we are in the posture of doing, and 
as we see more states do like mine of taking a hands-off approach 
too, aren’t we going to see an escalation of this phenomenon? 

Dr. Fisher. I believe you are. I think the challenge we face is 
that physician incomes and the incomes of providers within the 
current delivery system depend upon through put, depend upon 
staying busy, and as fees are cut whether it is in the private mar- 
ket or by Medicare the way to maintain your income is to increase 
the volume or adopt new practices such as a specialty on a hospital 
or an outpatient facility or an imaging device that the physician 
owns themselves. The key to the puzzle, I believe, is in fostering 
accountability for future costs. One of the advantages of a model 
that is either regional or ideally accountable so that the physicians 
have to stare at each other eyeball to eyeball when they are mak- 
ing their decisions the notion of an accountable care organization 
is that the best way with a shared savings model even under fee 
for service the most effective way to have your incomes be in- 
creased in the future is to reduce the recruitment of new physi- 
cians to avoid buying new technologies and perhaps to let physi- 
cians who are doing too much health services research to remain 
competent physicians to step down and stop practicing, as my col- 
leagues have recommended to me. 

But the notion of professional birth control is a future strategy 
for physicians to be able to maintain their incomes or for hospitals 
to control their future growth of services is the way even for the 
high cost areas to gain from a shared savings model and slow the 
growth of total health care spending. 

Mr. Deal. My concern is how do we put the adequate mechanism 
in place to allow that to happen because just as Dr. Burgess is con- 
cerned about the physician who may be in effect trapped by the 
hospital, I can see a situation where you have competing factions 
within this AGO in which somebody who is being responsible is 
being penalized because one component within the AGO is not 
being responsible. What kind of discipline measure do you have 
other than the discipline that we have got the problem with now 
of the good actor suffering with the bad? How do you differentiate 
even with an AGO even though you break it down into smaller 
components? You still have that human nature at play. How would 
you address that? 

Dr. Fisher. Well, this is not a simple problem. We are in a com- 
plicated problem in the Medicare system right now and in health 
care in general in the United States. The strategy I think is clear 
of moving towards models of accountability for both quality and 
cost. A prospective payment system would be much more effective 
but it took us 5 years to design the DRG payment system and 6 
years to do the RBRBS. The current examples from the physician 
group practice demonstration that was mentioned by Chairman 
Hackbarth this morning at least the preliminary data talking with 
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many of those groups is that they look as though they are doing 
the things that you would hope they would do to improve the qual- 
ity and the cost of care because the potential gains from shared 
savings at the large group are quite substantial when you have 
large enough groups, so it depends a little bit on how the incentives 
and how they play out, so I can’t predict the future but those would 
be my thoughts. 

Mr. Deal. On a related subject, does gain sharing in which a 
hospital would allow a gain sharing arrangement with a doctor or 
a doctor’s group, does it have any liability in terms of minimizing 
these creative of maybe extraneous service components? 

Dr. Fisher. I believe that well-designed gain sharing arrange- 
ments which could avoid the creation of a competing hospital, spe- 
cialty hospital, and increase in local capacity could be very impor- 
tant. 

Mr. Deal. Mr. Chairman, I want to thank all of these gentlemen. 
They have been very helpful to us. Thank you. 

Mr. Pallone. And I also want to thank all of you. I thought this 
was very helpful today, and we appreciate your being here and 
sharing your thoughts with us. Thanks again. I would also remind 
members that you may submit additional questions for the record 
to be answered by the relevant witnesses so you may get additional 
questions, and those are submitted to the committee clerk within 
the next 10 days. And without objection, this meeting of the sub- 
committee is adjourned. Thank you. 

[Whereupon, at 12:45 p.m., the subcommittee was adjourned.] 
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